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PREFACE 

Life  insurance  is  becoming  increasingly  important  in  farm  financial 
planning.     For  those  who  advise  farm  families  in  this  field,    a  rather  technical 
knowledge  of  the  various  forms  of  life  insurance  and  of  the  more  important 
aspects  of  each,   is  indispensable.     This  report  is  designed  to  meet  that  need. 

The  report  covers  the  various  types  of  policies,    the  needs  served  by 
each,    and  the  more  important  policy  provisions,    such  as  the  nonforfeiture 
and  settlement  options.     It  explains  how  greater  use  may  be  made  of  these 
options  in  the  programming  of  life  insurance  to  fit  changing  needs  and  circum- 
stances. 

This  publication  supersedes  Miscellaneous  Publication  621,   issued  in 
February  1947.     The  official  adoption  in  1948  by  life  insurance  companies  of 
the  "1941  Commissioners'  Standard  Ordinary  Mortality  Table"  made  many  of 
the  figures  in  MP  621  obsolete.     Another  major  development  has  been  the 
inclusion  first,    of  hired  farmworkers,    and  later,    of  farm  operators  in  the  Old 
Age,   Survivors  and  Disability  Insurance  program  of  the  Social  Security  system. 
The  National  Life  Insurance  Act  of  1958  brought  significant  new  provisions  for 
veterans  and  their  families.     This  report  includes  discussions  of  both. 
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LIFE  INSURANCE   FOR   FARM   FAMILIES 

by 

Ralph  R.    Botts 

Agricultural  Economist 

Farm  Economics  Research  Division 

Agricultural  Research  Service 

THE  NEED  FOR  LIFE  INSURANCE 

Life  insurance  offers  a  way  for  the  farmer  as  well  as  the  city  man  to 
increase  his  immediate  estate  and  add  to  the  security  of  his  family,   if  he  has 
the  income  tp  pay  for  it.     Through  it,   he  can  provide  for  paying  debts  and 
taxes  and  for  his  family  to  carry  on  the  farming  in  the  event  of  his  death.     If 
he  wishes,   he  can  provide  that,    after  he  is  gone,    all  or  part  of  his  insurance 
is  to  be  paid  as  a  monthly  income.     And  he  can  pay  for  this  protection  "on 
time,  "  from  current  farm  income. 

How  much  life  insurance  a  farmer  can  buy  depends  first  upon  what 
income  he  has  above  his  immediate  needs.     How  much  of  what  he  can  afford 
ought  he  to  buy?     Should  the  insurance  all  be  on  his  own  life  or  partly  on  the 
lives  of  members  of  his  family?    Answers  to  these  questions  depend  on  many 
things  -    the  amount  of  the  family  debt,    the  farm^er's  cash  reserve  or  his 
ability  to  obtain  ready  cash,    the  nature  of  his  other  investments,   his  age,    the 
number  and  age  of  his  dependents,    and  the  cost  of  a  funeral  in  his  neighbor- 
hood.    Generally  speaking,    the  primary  purpose  of  life  insurance  is  to  replace 
all  or  part  of  the  income  of  the  principal  breadwinner  of  the  family. 

Ordinarily,    the  farmer's  situation  differs  from  that  of  the  urban  worker. 
If  the  farm  is  owned,   it  usually  continues  in  the  possession  of  the  family  after 
the  death  of  the  farmer,   when  it  can  be  operated  by  the  children  or  by  the 
widow,   with  hired  help.     Thus  some  degree  of  income  from  the  farm  is 
assured  even  after  the  passing  of  the  farmer.     But  like  the  city  family,    the 
farm  family  can  provide,    through  life  insurance,   for  a  cash  fund  from  which 
expenses  of  the  last  illness,   funeral  costs,   estate  and  inheritance  taxes  (if  any), 
and  debts  may  be  paid. 


No  one  statement  can  cover  the  needs  of  all  families.     Unfortunately, 
those  who  need  insurance  most  are  usually  the  least  able  to  pay  for  it,    as 
the  payments  (the  premiums)  must  be  made  often.     Perhaps  the  surest  way 
to  decide  on  the  amounts  of  insurance  that  should  be  carried  on  individual 
miembers  of  the  farm  family  is  to  consider  what  would  happen,   in  each 
instance,   if  the  member  died.        If  the  family  would  be  able  to  raise  the  cash 
to  meet  the  estimated  cost  of  a  funeral  for  each  m.ember  as  the  necessity 
may  arise,   perhaps  the  insurance  should  be  carried  only  on  the  principal 
breadwinner. 


LIFE  INSURANCE  CARRIED  BY  FARM  FAMILIES 

A  few  studies  made  previously  indicate  that  farmers  have  less  life 
insurance  than  have  people  living  in  town.     For  example,    one  study  showed 
that  in  1956  1/  only  57  percent  of  all  farm  operators  in  the  United  States 
were  insured.     This  was  a  smaller  percentage  than  that  for  any  other  occu- 
pational group.     Moreover,    the  premiums  paid  by  insured  farm  operators 
averaged  less  than  that  for  most  other  groups. 

Many  farmers  have  little  need  for  life  insurance  because  they  run 
their  own  farms.     If  a  farmer  has  no  debts,   his  farm  gives  him  some  meas- 
ure of  security  and  allows  him  to  put  his  savings  back  into  the  farm  enter- 
prise.    But  under  certain  conditions  -  as  when  a  farm  is  mortgaged  and  when 
the  children  are  young  -  farnaers,    as  well  as  city  people,    may  need  life 
insurance.     In  particular,    they  need  insu  ance  that  gives  them  "protection" 
at  the  lowest  possible  cost. 

A  survey  made  in  Pennsylvania  in  1947  2/  indicated  that  68  percent 
of  the  operators  of  399  commercial  farms  carried  some  life  insurance.     The 
other  32  percent  carried  none.     However,    58  percent  of  the  insured  farmers 
had  less  than  $3,  000  of  insurance.     Only  7  percent  of  the  total  face  amount  in 
force  was  in  term  insurance,   which  includes  no  savings  and  is  therefore  the 
cheapest  form  of  life  insurance  for  the  farmer  who  wants  maximum  protection 
at  minimum  cost  while  he  is  young  and  his  other  expenses  are  high.     In  fact, 
most  farmers  usually  have  less  need  for  policies  that  emphasize  "savings" 
than  for  policies  that  provide  the  highest  insurance  "protection"  for  each 
dollar  spent  on  it. 


1/    Miner,   J,   L.  ,   Life  Insurance  Ownership  Among  American  Families, 
1957.     100  pp.     Survey  Research  Center,   Institute  for  Social  Research,   Uni- 
versity of  Michigan.    (1958,  ) 

£/    Miller,    L.    F.  ,    and  Rubright,   L,   V.     Insurance  Carried  by  Pennsylvania 
Farmers.     Pa.   Agr.    Expt.    Sta.   Bui.    519,    23  pp.,    illus.     November  1949. 


A  study  made  in  Maryland  in  1948  3/  indicated  that  61  percent  of  the 
farmers  had  life  insurance.     The  proportion  having  life  insurance  was  higher 
for  renters  than  for  owners;  but  on  the  average,   owners  had  more  insurance 
per  insured  farmer  than  did  renters.     About  40  percent  of  the  face  amount  of 
insurance  in  force  was  in  ordinary  life  policies.     The  other  60  percent  was  in 
limited -pay  life  and  endowment  policies;  none  was  carried  as  term  insurance. 

According  to  a  study  made  in  1951  4/,    59  percent  of  the  farm  fam.ilies 
included  in  an  Indiana  survey  had  life  insurance,   which  averaged  $5,  200  per 
family.     About  31  percent  of  the  fam.ilies  had  less  than  $3,  000  of  insurance. 
Among  these  sample  farmers,   it  was  found  that  there  was  a  direct  relation- 
ship between  a  farmer's  income  and  the  amount  of  life  insurance  he  carried. 
This  relationship  had  been  found  in  other  studies,   including  those  applicable 
to  city  people.     In  the  Indiana  survey,    an  inverse  relationship  existed  between 
age  of  operator  and  amount  of  life  insurance  carried  per  family.     This  rela- 
tionship was  found  also  in  the  Pennsylvania  study.     The  younger  farmers 
tended  to  carry  naore  insurance  per  family  than  did  the  older  farmers.     Only 
5  percent  of  the  face  amount  of  insurance  carried  by  the  insured  farmers  in 
Indiana  and  7  percent  in  Pennsylvania  was  in  the  form  of  term  insurance. 

The  extent  to  which  insurance  payments  (premiums)  increase  with 
increases  in  income  or  sales,  based  on  a  «iore  recent  study,  is  shown  in 
table  1. 

Other  factors  besides  income  that  affect  the  amount  of  life  insurance 
carried  by  the  farm  family  are  the  amount  of  debt,   other  investments, 
fiumber  of  dependents,   education,    and  inherited  insurance  practices.     But 
there  is  little  basis  for  judging  the  effect  of  these  factors  on  the  amount  and 
kinds  of  insurance  carried.     Apparently,   few  farmers  (or  others)  plan  their 
insurance  programs;  they  buy  the  amounts  and  kinds  of  insurance  that  are 
sold  to  them.     For  example,   from  the  survey  made  in  Indiana,   it  was  found 
that  the  factors  listed,   plus  others,    accounted  for  only  27  percent  of  the  vari- 
ation in  amounts  of  life  insurance  carried  by  200  farm  operators  in  central 
and  southern  Indiana.    5/    It  is  hoped  that  this  report  will  be  helpful  in  making 
insurance  better  fit  the  needs  of  farm  families. 


3/    Poffenberger,   P.    R.  ,    and  Bouma,   J.    C.  ,    Farm  Insurance  in  Maryland. 
Md.    Agr.    Expt.    Sta.    Bui.   A-54,    31pp.,    illus.    September  1950. 

4/    Diesslin,   H.    G.  ,    and  Quivey,    G.    A.     The  Insurance  Program  of  Indiana 
Farmers.     Ind.    (Purdue)  Agr.    Expt.    Sta.    Bui,    609,    36  pp,  ,    illus,      September 
1954. 

5/    Greenfield,   J.   E.  ,   A  Planning  Technique  for  Farmers'  Insurance  Needs. 
Thesis  on  Ph.D.     Purdue  University,    dated  September,    1955.     On  file  in  the 
Purdue  University  library.     The  correlation  found  (0.  52),    however,   differed 
significantly  from  zero  at  the  90 -percent  level. 


Table   1.  -  Percentage  of  farm-operator  families  paying  life  insurance 
premiums   and  average  premiums  paid,    by  value -of-sales   groupings. 
United  States,    1955   1/ 


Value  of  sales,    1954  2/ 
(dollars) 

Families  paying 
prenaiums 

Ave 

rage  premium  paid 
per  family  3/ 

Percent 

Dollars 

Less  than  1,  200 

;                    58 

82 

1,  200  -  9,  999 

66 

121 

10,  000  or  more 

74 

299 

Avpr*pcrp_  —  __-._  —  ..__  —  — 

'                     64 

135 

1/    From  Farm  Insurance  Expenditures  in  1955,    by  Kind  of  Insurance, 
Region,    and  Value  of  Sales,   by  Ralph  R.   Botts,   Agricultural  Finance  Review, 
April  1958,   Vol.    20.     Data  are  based  on  a  survey  conducted  by  the  Agricultural 
Marketing  Service,   U.    S.   Department  of  Agriculture,    and  the  Bureau  of  the 
Census,   U.    S.   Department  of  Commerce.     Includes  some  personal  liability 
insurance. 

2/    Includes  landlord's  share  and  any  CCC  loan. 

3/    Based  on  families  paying  premiums. 


STANDARD  LIFE  INSURANCE 


Kinds  of  Policies 


Term  Insurance 


Term  policies  are  written  for  a  definite  number  of  years  -  usually  5, 
10,    or  15.     If  death  occurs  during  this  term,    the  face  value  of  the  policy  is 
paid.     If  the  insured  person  lives  beyond  the  term,    his  policy  ends  and  has 
no  cash  or  surrender  value  at  the  end  of  the  term.     While  it  lasts,    this  is  the 
cheapest  form  of  life  insurance. 


Because  chances  of  death  increase  with  age,    the  level  or  "average" 
premium  that  is  charged  annually  throughout  the  term  of  a  5-,    10-,    or  15-, 
year  policy  must  be  somewhat  higher  per  $1,  000  of  insurance  than  would  be 
required  for  a  1 -year  term  contract  at  the  same  age.     The  longer  the  term 
the  greater  is  this  difference.     For  example,   at  age  35  the  net  premium  for 
a  1 -year  contract  (using  the  Commissioners'  Standard  Ordinary  Mortality 
Table  and  a  2  1/2  percent  interest  rate)  is  $4.  48  per  $1,  000;   while  the  level 
annual  premium  for  a  5-year  term  contract  is  $5.  03;  for  a  10-year  term 
contract,   $5.  88  (table  2);  and  for  a  15-year  term  contract,   $6.  95.    6/ 


Ordinary  Life  Insurance 

Under  this  type  of  policy,   which  is  sometimes  referred  to  as  "whole 
life"  insurance,    the  term  is  for  life,    and  there  is  never  any  increase  in  the 
annual  payments  to  be  made.     No  ultimate  "savings"  are  included  in  the   cal- 
culations.    This  type  of  policy,    therefore,   is  the  cheapest  form  of  lifelong 
protection.     Next  to  term  insurance,   it  is  also  the  least  expensive  form  for 
the  shorter  periods.     It  is  preferable  for  those  who  want  to  be  sure  of  leaving 
an  insurance  estate,    regardless  of  whether  they  die  early  or  live  to  an  old  age. 

There  are  also  various  "long-term"  policies  that  serve  much  the 
same  purpose  as  ordinary  life  policies.     These  are  (1)  the  modified  long- 
term  policies  (such  as  the  "term-to-age-65"  and  "term-to-age-85"),   parti- 
cularly if  they  provide  a  small  paid-up  burial  fund  for  the  insured  who  live 
out  their  terms,    and  (2)  the  "paid-up-at-age-65"  or  "paid -up -at -age  85"  poli- 
cies.    Slightly  higher  premiums  are  charged  for  these  policies.     The  higher 
charge  permits  accumulation  of  the  burial  fund  and  of  the  additional  reserve 
required  to  carry  the  policy  for  its  full  amount,    for  the  remainder  of  life, 
without  further  payments  after  the  insured  reaches  the  specified  age. 

Part  of  the  premium  for  an  ordinary  life  policy  is  accumulated  at 
interest,    as  previously  stated,    to  offset  the  higher  mortality  costs  later  on. 
The  ordinary  life  policy  has  an  indefinite  maturity  date,   which  is  either  death 
or  (for  those  companies  that  use  the  1941  Commissioners'  Standard  Ordinary 
Mortality  Table)  the  attainment  of  age  100.     The  premium  for  a  term-to-age- 
100  policy  would  be  the  same  as  for  an  ordinary  life  policy  if  the  company 
used  the  Commissioners'  Standard  Ordin^.ry  Mortality  Table. 


£/    The  Commissioners'  Standard  Ordinary  (CSO)  Mortality  Table  is  based 
on  insurance  experience  and  shows,    among  other  things,    the  average  number 
of  persons  living  and  dying  each  year  of  1,  000,  000  at  one  year  of  age.     The 
table  is  discussed  further  under  "mortality  rates.  " 
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Limited -Pay  Life  Insurance 

A  limited -pay  life  policy  is  one  that  provides  the  same  benefits  as  an 
ordinary  life  policy  but  provides  for  the  payment  of  premiums  in  20  years 
(or  a  similar  limited  payment  period)  rather  than  throughout  the  life  of  the 
insured.     Under  these  policies,    level  annual  premiums  are  paid  for  the  spec- 
ified number  of  years.     For  example,    the  premiums  for  a  20 -pay  life  policy 
are  payable  for  20  years.     Of  course,    the  face  value  of  the  policy  is  not  paid 
by  the  company  until  death  -  the  policy  is  merely  kept  in  force  by  the  company 
until  then  as  a  paid-up  life  contract.     The  extra  payments  during  the  years  in 
which  premiums  are  paid  are  enough,   with  interest,    to  buy  in  full  an  ordinary 
life  policy  at  the  attained  age.     For  example,    the  reserve  on  a  20 -pay  life 
policy  (Commissioners'  Standard  Ordinary,    2  1/2  percent)  taken  out  at  age 
3  5  is  $654  at  the  end  of  20  years.     This  is  exactly  the  net  single  premium  for 
a  $1,  000  ordinary  life  policy  if  purchased  at  age  55.     "Net  single  premium" 
means  the  single  payment  that  is  necessary  to  pay  for  the  insurance  in  full. 


Endowment  Insurance 

Under  endowment  insurance,    the  insured  is  paid  the  face  amount  of 
the  policy  if  he  lives  out  its  term  (usually  15,    20,    or  30  years);  and  if  he  dies 
in  the  meantime,   his  beneficiary  is  paid  the  face  amount  of  the  policy.     (A 
level  annual  premium  is  charged  which  is  large  enough  to  pay  the  insured's 
share  of  the  mortality  cost  for  his  age  group  and  contribute  to  the  endowment 
payments  of  those  who  survive  to  the  end  of  the  term. )    In  addition  to  the  endow 
ment  policies  that  are  for  a  specified  period  of  years,    there  are  policies  that 
mature  at  a  specified  age,    as  for  example  "at  age  65.  "    These  are  used 
chiefly  for  retirement  purposes.     Often,    when  the  insured  reaches  the  spec- 
ified age,    they  are  paid  as  monthly  income  payments  instead  of  a  lump  sum. 

As  the  premium  for  endowment  insurance  is  usually  made  up  largely 
of  savings,   it  is  not  as  well  adapted  to  farmers'  needs  as  are  term  and  ordi- 
nary life  insurance.     Usually,   farmers  like  to  invest  their  savings  in  their 
farming  enterprises  and  their  homes.     But  if  a  farmer  wants  to  save  regularly 
for  a  particular  purpose  -  to  send  a  child  to  college,   for  instance  -  and  if  he 
finds  it  hard  to  set  aside  money  for  it,    an  endowment  policy  on  his  own  life 
may  help  him  to  make  systematic  savings.     If  the  farmer  dies  in  the  meantime, 
the  fund  is  payable  at  once,    or  it  may  be  left  with  the  company  to  draw  interest 
and  may  be  paid  as  a  "deferred  periodic  income,  "  beginning  when  the  son  or 
daughter  enters  college. 
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Certain  advantages  in  savings  through  endowment  policies  are  often 
overlooked.     Although  the  rate  of  interest  is  usually  rather  low,    the  invest- 
ments of  the  insurance  company  are  stabilized.     The  savings  part  of  the 
periodic  premium  begins  to  earn  interest  immediately. 

As  a  general  rule,   money  put  into  an  endowment  policy  can  better  be 
applied  toward  the  payment  of  a  debt  that  has  a  higher  rate  of  interest  than 
is  given  by  the  policy.     A  young  man  who  is  paying  for  his  farm  and  improving 
his  home  is  already  accunaulating  savings. 


Other  Policies 

Many  other  policies  have  been  devised  to  fit  particular  needs  and  to 
make  sales.     In  general,    they  are  combinations  or  adaptations  of  the  basic 
policies  that  have  been  described.     Usually,    they  guarantee  the  beneficiary 
a  fixed  or  variable  periodic  income  instead  of,   or  in  addition  to,    a  lump- 
sum payment.     This  can  be  done  with  greater  flexibility  by  using  the  simpler 
policies,   and  having  a  monthly  income  settlement  option  for  one  or  more  of 
the  policies  to  provide  the  monthly  income  desired.     These  options  are  dis- 
cussed later. 

A  relatively  new  development  is  the  "family"  life  insurance  policy, 
under  which  all  members  of  a  family  are  insured  under  a  single  contract. 
Usually,    the  head  of  the  family  is  insured  under  an  ordinary-life  plan,   and 
"convertible"  term  insurance  is  applied  to  the  wife  and  children.     The  cost 
per  $1,  000  is  the  same,    regardless  of  the  number  of  children,    and  additions 
to  the  family  are  included  15  days  after  birth.     Usually,   policies  can  be 
obtained  in  units  ranging  from  $5,  000  to  $15,  000  on  the  life  of  the  father, 
with  insurance  on  each  dependent  at  about  one -fifth  of  the  unit  bought.     The 
amount  of  the  premium  is  based  on  the  age  of  the  father  and  the  face  amount 
of  the  policy.     A  waiver  of  premiums  is  often  included;  it  goes  into  effect 
upon  the  death  of  the  father,   who  is  usually  called  the  "insured.  "    In  some 
instances,    the  insurance  on  the  wife  and  children  becomes  paid  up  if  the 
husband  dies.     K  the  wife  dies  first,    some  companies  transfer  an  equivalent 
amount  of  insurance  to  the  husband,    in  order  to  avoid  a  change  in  rate.     This 
kind  of  insurance  operates  somewhat  like  a  miniature  group  policy.     Apparently, 
it  is  popular. 

Retirement  annuities,   which  are  designed  to  permit  the  insured  to  take 
it  easy  if  he  lives  beyond  a  specified  age,    are  not  discussed  in  this  publication. 
When  a  farmer  can  no  longer  do  the  heavier  work  about  his  farm,    he  may 
either  be  able  to  rent  it  and  live  off  the  net  income  or  hire  his  work  done. 
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There  should  be  enough  ordinary  life  insurance  to  meet  the  more 
permanent  needs  for  protection,   such  as  creating  an  estate.     If  the  remaining 
insurance  is  in  the  form  of  5-  or  10 -year  term  policies,    the  farmer  may  wel] 
look  over  his  insurance  matters  every  now  and  then  to  see  whether  his  kind 
of  insurance  still  meets  his  needs,   which  may  change.     Of  course,   he  should 
be  sure  that  his  term  policies  are  automatically  renewable.     An  illustration 
of  making  changes,   or  "insurance  programming,  "  appears  later  in  this 
publication. 

Although  the  premium  rates  per  $1,  000  for  term  insurance  increase 
each  time  such  policies  are  renewed,    these  increases  do  not  become  rela- 
tively larger  until  about  age  54;  but,    as  children  grow  older,   finish  school, 
marry  and  leave  home,   part  of  the  term  insurance  miay  be  dropped  to  keep 
the  total  payments  about  the  same.     It  is  important  that  term  policies  be 
renewable  and  convertible  to  other  Life  insurance  without  medical  examination. 
The  risk  of  not  being  able  to  pass  a  physical  examination  later  on  should  be 
avoided. 


How  Prenciiums  Are  Calculated 


Mortality  Rates 

As  explained  below,    the  mortality  table  used  by  a  company  in  esti- 
mating death  rates  and  the  interest  rate  it  uses  in  placing  a  value  on  the  use 
of  the  policyholder's  money,   provide  the  basis  for  calculation  of  net  premiums, 
Perhaps  nothing  is  more  uncertain  than  the  duration  of  an  individual  life,   yet 
when  a  great  number  of  people  of  the  same  age  are  considered  together,    the 
number  of  deaths  per  1,  000  persons  in  succeeding  years  can  be  predicted 
with  considerable  accuracy.     Mortality  tables  have  been  prepared,   based  on 
insurance  experience,   which  show  the  average  number  of  deaths  at  any  age 
per  1,  000  persons  living  who  were  that  age  at  the  beginning  of  the  year.     The 
net  premiums,   plus  the  "loading"  for  company  expenses,   make  up  the  gross 
premiums  the  individual  pays  for  his  insurance.    7/ 

A  part  of  the  Commissioners'  Standard  Ordinary  (CSO)  Mortality 
Table  is  given  as  table  3.     This  table  indicates  that  of  971,  804  persons  10 
years  old,    906,  554  will  attain  age  35,     On  the  average,    4,  161  of  these  persons 
will  die  during  the  year,    leaving  902,  393  to  reach  age  36.     According  to  this 


l_l    A  mutual   company  usually  "loads"  its  net  premium  more  heavily  than 
a  stock  company,    so  its  quoted  rates  are  higher;  but  later  it  returns  part 
of  the  excess  as  dividends  to  policyholders.     It  is  these  net  costs  for  the 
mutual  company  that  should  properly  be  compared  with  the  quoted  premium 
rates  of  the  stock  company. 


10 


Table   3.  -  Commissioners'   Standard  Ordinary  Mortality  Table,    selected   ages 


Age 
(years) 


Persons 
living 

(2) 


Deaths 
each 
year 

(3) 


Deaths  per 

1,  000 

(col.     3   ^ 

col.    2) 

(4) 


Age 
(years) 


(1) 


Persons 
living 

(2) 


Deaths 
each 
year 

(3) 


Deaths  per 
I,  000 
(col.  3  + 
col.  2) 

(4) 


Number    Number 


1,  000,  000 
971, 804 
962, 270 
951, 483 
939, 197 
924, 609 
906,  554 
902, 393 
898,  007 
893, 382 
888, 504 
883, 342 
877, 883 
872,  098 
865,  967 
859, 464 
852,  554 
845,  214 
837, 413 
829, 114 
820, 292 
810, 900 
800, 910 
790, 282 


5,  770 

1,  914 

2,  069 
2,  312 

2,  705 

3,  292 

4,  161 
4,  386 
4,  625 
4,  878 

5,  162 
5,  459 

5,  785 

6,  131 
6,  503 

6,  910 

7,  340 

7,  801 

8,  299 

8,  822 

9,  392 
9,  990 

10, 628 
11, 301 


Number 
5.  77 

1.  97 

2.  15 
2.  43 

2.  88 

3.  56 

4.  59 

4.  86 

5.  15 
5.  46 

5.  81 

6.  18 

6.  59 

7.  03 

7.  51 

8.  04 

8.  61 

9.  23 
9.  91 

10.  64 

11.  45 

12.  32 

13.  27 

14.  30 


Number 

53 

54 

55 

56 

57 

58 

59 

60 

61 

62 

63 

64 

65 

70 

75 

80 

85 

90 

95 

96 

97 

98 

99 


Number    Number 


778,  981 

766,  961 

754,  191 

740, 631 

726,  241 

710, 990 

694, 843 

677, 771 

659,  749 

640, 761 

620, 782 

599, 824 

577, 882 

454,  548 

315,  982 

181, 765 

78,  221 

21,  577 

3,  Oil 

1,  818 

1,  005 

454 

125 


12,  020 
12,  770 
13, 560 

14,  390 

15,  251 

16,  147 

17,  072 

18,  022 

18,  988 

19,  979 
20, 958 
21, 942 
22, 907 
26,  955 
28, 009 
23, 966 
15,  185 

6,  063 
1,  193 
813 
551 
329 
125 


Number 

15.  43 

16.  65 

17.  98 
19.  43 

21.  00 

22.  71 
24.  57 
26.  59 
28.  78 
31.  18 
33.  76 
36.  58 
39.  64 
59.  30 
88.  64 

131. 85 
194.  13 
280. 99 
396. 21 
447.  19 
548. 26 
724.  67 
1.  000.  00 
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table   then,    the   chances   of  dying  in  the   35th  year  of  age   are  4,  161    in 
906,554,    or  4.  59  per   1,000. 


Interest  Assumption 

If  1,  000  persons  each  took  out  $1,  000  worth  of  1-year  term  insurance 
at  age  35,    4,  59  would  be  expected  to  die  within  the  year,   as  a  statistical 
average,   in  which  case  the  company  would  pay  out  $4,  590  in  claims.     If 
premiums  were  payable  at  the  beginning  of  the  year  and  claims  at  the  end  of 
the  year,    the  company  would  not  need  to  collect  the  full  $4.  59  from  each  per- 
son.    In  practice,    claims  are  paid  as  deaths  occur.     A  somewhat  lesser  sum  - 
enough  to  grow  to  $4.  59  by  the  end  of  the  year  at  an  assumed  interest  rate  - 
could  be  collected.     If  the  company  agrees  that  it  can  allow  the  insured  2  1/2 
percent  on  his  money,   it  would  need  to  collect  only  $4.  48  from  each  person, 
instead  of  $4.  59,   as  the  $4,  48  at  2  1/2  percent  will  grow  to  $4.  59  by  the  end 
of  a  year  ($4.  59  *  1.  025  =  $4.  48). 

Thus  the  $4,  480  collected  from  the  1,  000  insured  at  the  beginning  of 
the  year,   when  increased  by  2  1/2  percent  interest,    amounts  to  the  $4,  590 
required  to  pay  claims,    all  of  which  are  assumed  to  be  due  at  the  end  of  the 
year.     The  $4.  48  is  often  referred  to  as  the  "natural  premium"  at  age  35. 
The  natural  premium  for  1  -year  term  insurance  at  any  age  is  the  death  rate 
per  1,  000  for  that  age,   discounted  1  year,    at  the  interest  rate  allowed  by  the 
company. 

The  natural  premium  of  $4.  48  in  this  illustration  would  be  the  "pure" 
or  net  premium  for  1-year  term  insurance  at  age  35  for  any  company  that 
uses  the  1941  Commissioners'  Standard  Ordinary  Mortality  Table  and  a  2  1/2- 
percent  interest  rate.     It  was  obtained  by  dividing  $4.  59  by  1.  025,    or  by 
multiplying  the  death  rate  ($4.  59)  by  the  present  value  of  $1  due  a  year  hence 
(0.  97561,   from  table  4).     The  figure  would  differ  for  companies  that  use 
either  a  different  mortality  table  or  a  different  interest  rate. 

This  premium  of  $4.  48  is  obviously  a  net  cost  to  pay  death  claims  and 
does  not  provide  for  meeting  the   operating  expenses  of  the  company.     It  must 
be  "loaded"  for  such  expenses  and  the  sum  is  the  premium  rate  per  $1,  000 
quoted  by  the  company  for  its  1-year  term  insurance  at  age  35.     As  companies 
load  their  pure  premiums  differently,   further  discussion  of  premiun^  calcu- 
lations is  limited  to  net  or  pure  premiums.     It  will  be  understood  that  higher 
premiums  are  actually  charged  because  of  the  necessary  loading  for  adminis- 
trative expenses. 

Perhaps  attention  should  be  called  to  the  fact  that  the  effect  of  a  low 
interest  rate  in  calculating  premiums  is  to  increase  both  the  cost  and  the  cash 
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Table   4.  -  Present  (discounted)   value   of  $1    due  from   1    to   10  years   hence 

at   2  1/2   percent  interest   rate 


Discount 
period 
(years) 

(1) 

Present 
value 

(2)                ': 

:             Discount 
:               period 
:                (years) 

°:                   (1) 

Present 
value 

(2) 

1 

2 

3 

4 

5 

Dollars 
0.97561         ; 

.95181         ! 

. 92860 

.90595         ! 

. 88385        ! 

;   6 

;   7 

;   8 

•     9 ' 

;   10 

Dollars 
0. 86230 
. 84127 
.82075 
. 80073 
. 78120 

value  of  the  policy.     A  company  that  uses  the  Connmissioners'  Standard  Ordi- 
nary Mortality  Table,    and  that  changes  from  a  3-  to  a  2  1/2-percent  interest 
assumption,    must  increase  its  net  premium  for  ordinary-life  insurance  at 
age  35,   for  example,    by  7.  2  percent;  but  the  cash  reserve  on  the  policy  after 
20  years  would  be  $362.  44  instead  of  $344.  95. 


Calculation  of  Premium  for  10-year  Term  Insurance  at  Age  35 

Suppose  that  the  906,  554  people  attaining  age  35  (according  to  table  3) 
agree  to  share  the  cost  of  paying  $1,  000  to  the  beneficiary  of  each  of  those 
within  the  group  who  die  during  the  next  10  years.  The  table  shows  that  only 
852,  554  will  attain  age  45  and  that  the  remaining  54,  000  will  have  died.  The 
chances  of  survival  are  thus  about  94  percent  (852,  554  ^  906,  554).  How  much 
net  premium  should  be  collected  to  pay  these  claims  at  the  end  of  the  various 
years  in  which  they  occur? 

Present  Value  of  Future  Premium  Collections 


Obviously,    906,  554  persons  would  pay  premiums  the  first  year.     If 
each  pays  $1,    the  total  will  be  $906,  554.     According  to  the  mortality  table. 
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902,  393  will  live  to  pay  premiums  at  the  beginning  of  the  second  year.     If  $1 
is  again  collected  from  each  person,    another  $902,  393  will  be  collected. 
However,    this  sum  is  to  be  collected  1  year  hence,   so  it  is  worth  less  now. 
At  2  1/2  percent,   its  present  value  is  $880,  384  (0.  97561  x  902,  393).    8/ 
The  $898,  007  to  be  collected  2  years  hence  from  those  then  living  to  pay 
prenaiums  is  worth  only  $854,  732  now.    9/    The  remaining  calculations  needed 
to  complete  the  10 -year  term,  are  shown  in  table  5.     The  sum  of  column  3  is 
the  present  value  of  the  future  premiums  to  be  paid  by  the  insured  group  if  $1 
is  collected  each  year  from  each  survivor  during  the  10  years. 

Present  Value  of  Future  Death  Claims 

According  to  the  mortality  table,    4,  161  of  the  original  906,  554  per- 
sons insured  will  die  during  the  first  year.     If  $1,  000  is  paid  to  each  benefi- 
ciary,  $4,  161,  000  will  be  due;  but  it  will  not  be  due  for  a  year,    and  the  money 
can  be  used  by  the  company  until  then.     The  present  value  of  this  obligation, 
at  2  1/2  percent  interest,   is  $4,  059,  513,   as  shown  in  column  5,    table  5.     In 
the  same  way,    the  present  value  of  the  $4,  386,  000  due  at  the  end  of  the  sec- 
ond year  is  worth  only  $4,  174,  639  now.     Other  calculations  to  complete  the 
10 -year  term  are  shown  in  table  5.     The  total  of  column  5  is  the  present  value 
of  all  future  $1,  000  claims  to  be  paid  during  the  10  years. 

Calculation  of  Level  Annual  Premium 


As  the  totals  of  columns  3  and  5  in  table  5  represent  all  future  income 
(on  a  $1  basis)  and  claims  (on  a  $1,  000  basis)  during  the  insured  period  dis- 
counted to  the  present,    column  5  m.ay  be  divided  by  column  3  to  find  a  level 
annual  premium  ($5.  88),   which  must  be  collected  from  surviving  members 
each  year  in  order  to  pay  future  claims,   if  they  occur  in  accordance  with  the 
mortality  table.     This  $5.  88  is  the  level  annual  net  payment  or  premium,  per 
$1,  000,   for  10-year  term  insurance  at  age  35,   for  companies  using  the 
Commissioners'  Standard  Ordinary  Mortality  Table  and  a  2  1/2  percent 
interest  rate. 

Relationship  Between  Level  Premiums  and  "Legal"  Reserves 

The  net  premium  for  1-year  term  insurance  at  age  35  was  shown  to 
be  $4.  48,   whereas  the  level  annual  net  premium  for  a  10 -year  term  policy, 
taken  out  at  the  same  age,   is  $5.  88.     The  death  rates  increase  each  year 
according  to  the  mortality  table,   which  means  that  the  premiums  for  1-year 


8/    The  factor  0.  97561  may  be  obtained  from  column  2,    table  4. 
9/    $898,  007  X  0.  95181  (see  table  4). 
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Table   6.  -  Illustration  of  accumulation  and  depletion  of  reserve  under   a 
$1,000,     10-year  term  policy  taken  out  at  age   35   (CSO,    2  1/2  percent) 


Attained 

age 
(years) 


35. 
36. 
37. 
38- 
39. 
40. 
41. 
42. 
43. 
44- 


11) 


Level 

annual 

premium 

(2) 


Dollars 

5.  88 
5.  88 
5.  88 
5.  88 
5.  88 
5.  88 
5.  88 
5.  88 
5.  88 
5.88 


1-year  term 

insurance 

rate 

(3) 


Dollars 

4.48 

4.  74 
5.02 

5.  33 


67 
03 
43 
86 
33 


7.  84 


Difference 
(col.    2  - 
col.    3) 

(4) 


Dollars 

1.40 

1.  14 

.86 

,  55 

.21 

-.  15 

-.  55 

-.98 

-1.45 

-1.96 


Reserve  at 

end  of 

the  year 

i^ 


Dollars 

1.44 

2.  66 

3.  62 

4.  30 
4.  65 
4.  64 
4.  22 
3.  35 
1.  96 
0 


term  insurance  also  increase  each  year.     As  the  same  premium  is  to  be 
collected  each  year  under  a  10 -year  term  policy,    obviously  a  level  or  "average" 
rate  somewhat  higher  than  the  first-year  cost  must  be  charged.     The  level 
rate  of  $5.  88  permits  the  company  to  accumulate  the  difference  between  the 
level  premium  and  the  annually  increasing  mortality  cost,    and  to  set  aside 
this  sum  to  draw  interest  against  the  time  when  the  level  premium  is  no 
longer  sufficient  to  meet  mortality  costs.     This  is  illustrated  in  table  6,     As 
indicated  in  table  6,    the  level  premium  of  $5.  88  is  more  than  the  annual  cost 
during  the  first  5  years,    but  during  the  last  5  years,    it  becomes  increasingly 
inadequate  to  meet  the  annual  costs.     The  "extra  payments"  during  the  early 
years  are  accumulated  at  interest  in  a  reserve  fund  to  offset  the  underpay- 
ments in  the  later  years. 

Commutation  Columns 


Tables  called  "commutation  columns"  have  been  prepared  from  mortal- 
ity tables  using  various  interest  rates,    which  expedite  the  calculation  of  life 
insurance  premiums  and  reserves  (cash  values).     Their  use  is  not  considered 
here.     The  primary  purpose  of  computing  a  level  annual  premium  is  to  illus- 
trate how  it  involves  accumulation  of  the  reserves  necessary  for  the  fulfill- 
ment of  the  contract  by  the  company. 
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Reserves 


Premium  costs  for  different  policies  at  the  same  age  differ  in  gener- 
al by  the  amount  of  the  extra  payments  involved.     If  one  policy  is  higher  in 
price  than  another  offered  by  the  same  company  on  the  same  life,    it  is  usually 
because  it  accumulates  more  in  extra  payments  than  the  cheaper  policy. 
These  extra  payments  are  accumulated  with  interest  by  the  company  as  re- 
serves.    The  establishment  of  policy  reserves  is  sound  in  principle.     State 
laws  govern  their  establishment  and  how  they  may  be  invested.     These  "legal 
reserves"  are  not  profits  of  the  company.     They  are  funds  which  the  company 
is  required  by  law  to  have  on  hand  or  invested.     Together  with  the  current 
value  of  future  premiums  to  be  received,    they  equal  the  current  value  of  all 
outstanding  insurance  obligations. 

Obviously,    except  for  term  insurance,    the  longer  you  live  and  keep 
a  policy  in  force,    the  more  you  accumulate  as  savings  in  the  reserve.     In 
addition  to  varying  with  the  time  the  policy  has  been  in  force,    the  reserves 
also  vary  with  the  kind  of  policy,    as  shown  in  table  7. 

The  "nonforfeiture"  value  of  a  policy  means  its  value  in  cash  or  insur- 
ance if  the  policy  is  dropped.     This  value  is  the  amount  of  the  reserve  less 
(usually)  a  small  surrender  charge,   which  is  necessary  to  take  care  of 
unliquidated  expenses.     As  in  the  case  of  the  reserves,    these  nonforfeiture 
values  vary  according  to  the  number  of  years  the  policy  has  been  in  force. 

Table  7.  -  Reserves   on  various  policies,    age   35   at  entry,    after   5,     10,  15, 
20  and  30  years  have  elapsed  (CSO,    2  1/2  percent)  1_/ 


Kind  of  policy 


1  -year  term 

5-year  term 

10-year  term-- 
Ordinary  life-- 

20 -pay  life 

20 -year 
endowment 


Reserves  at  end  of  - 


5  years      '    10  years    '     15  years    '      20  years 


Dollars  Dollars  Dollars 


0 
0 

4.  65 

84.  70 

138. 43 


0 
0 

0 
174. 39 
291. 43 


202. 37        430. 71 


0 
0 

0 
267. 62 
461.42 


Dollars 

0 
0 

0 
362. 44 
653. 56 


692.04         1,000.00 


30  years 
(age  65) 


Dollars 

0 
0 

0 
546. 80 
753. 73 

0 


1_/    A  surrender  charge  is  usually  deducted  from  the  reserve  value  in  the 
early  years  to   obtain  the  cash-surrender  value  in  case  a  policy  is  dropped. 
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By  looking  at  these  schedules,   one  can  determine  (1)  the  cash-surrender 
value  of  his  policy  on  anniversary  dates,   or  (in  lieu  of  a  lump-sum  payment), 
(2)  how  much  paid-up  insurance  the  surrender  value  will  buy,   or  (3)  in  the 
case  of  extended-term  insurance,    how  long  the  surrender  value  will  carry 
the  policy  without  further  payment  of  premiums.     (See  section  on  "Nonfor- 
feiture Provisions.  ") 

Any  amount  up  to  the  nonforfeiture  (or  cash-surrender)  value  of  a 
policy  -  representing  the  insured's  savings  from  the  extra  payments  in  the 
early  years  of  a  level-premium  policy  -  may  be  borrowed  at  interest  from 
the  company.     (See  section  on  "Policy  Loans.  ")    If  the  insured  dies,    the  com- 
pany pays  the  beneficiary  the  face  amount  of  the  policy  minus  any  policy  loan 
that  may  have  been  made.     The  fact  that  what  the  company  pays  the  beneficiary 
consists  partly  of  the  insured's  reserve  has  caused  misunderstanding  among 
those  who  are  not  familiar  with  the  process  of  computing  prenaiums.     In  fact, 
several  books  have  been  written  in  which  this  point  is  the  principal  argument 
against  policies  that  involve  savings.     If  it  is  remembered  that  a  company 
charges  the  policyholder  only  for  the  amount  of  insurance  that  is  actually 
necessary  each  year  to  naake  up  the  difference  between  his  accumulated 
savings  and  the  face  of  the  policy,    this  misunderstanding  will  disappear. 

To  illustrate  this  point,   let  us  consider  a  20 -year,   $1,  000  endowment 
policy  taken  out  at  the  age  of  35  years.     The  net  annual  level  premium  for 
companies  that  use  the  1941  Commissioners'  Standard  Ordinary  Mortality 
Table  and  a  2    1/2  percent  interest  rate  is  $41.  98.     (See  table  2,  )    This 
amount  consists  of  $8.  28  for  20-year  term  insurance  and  $33.  70  for  a  pure 
endowment  of  $1,  000;  that  is,   one  that  is  payable  only  to  those  who  are  alive 
at  age  55.     To  amount  to  $1,  000  in  20  years  without  due  allowance  for  the 
probability  of  prior  death,   annual  payments  of  $38.  19,   with  interest  at  2    1/2 
percent,   would  be  required  instead  of  $33.  70.     However,    as  the  payment  of 
$1,  000  under  the  endowment  part  of  the  contract  is  subject  to  a  life  contin- 
gency,   the  cost  is  reduced  from  $38.  19  to  $33.  70. 

If  the  insured  dies  during  the  20  years,   he,   or  rather  his  estate,   is 
paid  from  the  term,  insurance.     If  he  is  among  the  83  percent  calculated  to 
survive,   he  will  be  paid  partly  from  the  endowment -fund  contributions  of 
those  who  died  and  were  paid  from  their  term  insurance.     The  annual  contri- 
butions of  $33,  70  by  those  who  died  are  necessary,   with  interest,    along  with 
the  accumulations  of  those  who  lived,   in  order  to  pay  off  the  survivors. 
Obviously,    the  insured  buys  a  policy  in  a  specified  sum  ($1,  000  in  the  illus- 
tration) because  he  thinks  he  needs  only  that  sum.     By  keeping  the  reserves 
of  those  who  died,    and  calculating  the  premium  accordingly,    the  company  is 
able  to  offer  the  needed  protection  more  cheaply  than  if  the  reserve  were 
payable  to  the  beneficiary,   in  addition  to  the  face  amount  of  the  policy. 
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In  figure  1,    the  level  annual  premium  for  an  ordinary  life  policy  taken 
out  at  age  35  ($20.  50)  is  compared  with  the  ever-increasing  annual  premium 
for  1-year  term  insurance.     The  latter  would  be  cheapest  until  age  58  is 
reached,   when  the  cost  of  the  annual  term  insurance  would  exceed  the  annual 
level  premium  of  $20.  50  for  the  ordinary  life  policy.     Each  year,    the  term, 
insurance  rate  per  $1,  000  grows  increasingly  higher  and  at  the  more  advanced 
ages,   its  cost  becomes  almost  prohibitive. 

Under  the  ordinary  life  policy,    the  margin  built  up  with  interest  by 
extra  payments  or  overpayments  in  the  earlier  years  (the  shaded  area  in  fig- 
ure 1)  permits   the  company  to  pay  the  increased  claim  costs  in  the  later 
years  without  increasing  the  annual  premium  charge.     This  figure  also  shows 
how  these  overpayments  accumulate  with  interest  as  reserves  until,   if  the 
insured  lives,   they  amount  to  $268  at  age  50  and  $706  at  age  75.     At  age  100, 
if  the  insured  has  survived,    the  face  value  of  the  policy  is  paid  to  him.     After 
any  number  of  years,    the  reserve  constitutes  the  approximate  cash  value  of 
the  policy  if  it  is  surrendered  and  is  the  maximum  am.ount  that  can  be  obtained 
on  the  policy  if  a  loan  is  wanted. 

In  figure  1,    the  area  representing  extra  payments  or  overpayments 
is  less  than  the  area  representing  underpayments.     This  is  because  interest 
has  not  been  compounded  in  connection  with  the  extra  payments  and  because 
the  figures  for  both  areas  are  based  on  only  one  person,    who  is  presumed 
to  live  to  pay  premiums  through  the  ages  indicated.     But  there  are  naany 
more  persons  in  the  age  group  who  live  to  m.ake  the  extra  payments  than 
there  are  to  make  the  underpayments,    and  as  $1,  000  death  claims  are  paid 
and  deficiencies  in  the  level  premium  in  these  later  years  are  met  from  the 
reserve  fund  in  connection  with  those  who  live  to  pay  premiums,    the  joint 
reserve  of  those  insured  at  age  35  actually  reaches  a  maximum  at  age  63, 
After  that  age,   it  declines  and  is  finally  exhausted  when  all  are  dead.     (See 
table  8.  )    If  any  are  actually  living  at  age  100  (the  extremity  of  the  particular 
mortality  table  used)  each  is  paid  his  $1,  000  and  need  no  longer  pay  premiums. 


Terms  of  Policy 

Nonforfeiture  Provisions 

An  important  part  of  a  policy  is  what  happens  to  the  accumulated 
reserve  in  case  of  nonpayment  of  premiums.     After  the  policy  has  been  in 
force  for  3  years,   or  2  years  with  some  conapanies,    it  has  a  cash-surrender 
value.     This  value  is  the  reserve  minus,   in  some  instances,    a  small  surrender 
charge.     A  schedule  of  cash-surrender  values  appears  in  the  policy.     From 
this,    the  amount  now  available  can  be  figured  by  using  the  number  of  years 
the  policy  has  been  in  force. 
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PREMIUM  (DOLLARS 


RESERVE  (DOLLARS) 


Accumulated  reserve 
on  policy* 


700 


600 


500 


400 


^  300 


200 


100 


ATTAINED  AGE 


*    RESERVE  ACCUMULATES  TO  SI. 000  AT  AGE   100 
U.S.    DEPARTMENT    OF    AGRICULTURE  NEG.    59  (  1  )  -  2626        AGRICULTURAL    RESEARCH    SERVICE 


Figure  1.  -  Under  1-year  term  insurance,    the  rate  increases  each  year. 
Under  ordinary  life  insurance,    the  rate  remains  the  same  throughout  the 
life  of  the  policy,    and  the  policyholder's  reserve  (and  cash-surrender 
value)  accumulates  with  his  age. 
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This  schedule  shows  an  increase  each  year  in  these  values  as  of  the 
anniversary  date  of  the  policy.     If  a  policy  is  cashed  between  anniversary 
dates,   however,    most  companies  now  pay  more  than  just  the  cash-surrender 
value  on  the  last  anniversary  date.     They  pay  an  amount  that  lies  betv/een  the 
two  quoted  cash-surrender  values  that  is  proportional  to  the  elapsed  time. 
For  example,    if  a  policy  has  been  in  force  for  13  1/2  years  and  its  value  was 
$230.  02  on  the  13th  anniversary  date  and  $248.  78  on  the  14th  anniversary 
date,   upon  surrender,    the  company  would  pay  $239.  40,    a  value  that  in  this 
instance  is  halfway  between  the  values  on  the  two  anniversary  dates.     There- 
fore,  if  a  policy  is  to  be  cashed  and  the  emergency  is  not  too  urgent,    inquiry 
should  be  made  as  to  whether  the  company  grants  a  proportional  surrender 
value.     If  not,    there  is  an  advantage  in  waiting  until  the  anniversary  date 
shown  on  the  front  of  the  policy  before  cashing  it.     The  dividends  of  a  mutual 
or  participating  company  are  also  distributed  to  policyholders  on  their  policy 
anniversary  dates. 

Other  ways  of  getting  the  reserve  from  a  policy,   in  the  form  of  insur- 
ance,   may  be  selected  instead  of  a  lump-sum  payment  of  the  surrender  value. 
These  options  are   (1)  paid-up  insurance  for  a  reduced  amount,    (2)  extended- 
term  insurance,    and  (3)  a  premium  loan.     A  statement  as  to  which  of  these 
options  becomes  effective  automatically  if  no  choice  is  made  by  the  insured 
also  appears  in  the  policy. 

Under  the  "paid-up  insurance"  option,    the  cash  value  is  used  to  pur- 
chase as  much  insurance  of  the  same  kind  as  it  will  buy.     This  lesser  amount 
is  then  kept  in  force  for  life,   without  further  payment  of  premiums.     Under 
the  "extended-term"  option,    the  surrender  value  is  used  to  pay  for  a  term 
policy  of  the  same  face  value  as  the  original  policy  to  run  for  as  many  years 
as  it  will  buy.     Under  the  "premium-loan"  option,    the  surrender  value  is 
drawn  upon  by  the  company  to  pay  premiums  as  they  are  defaulted,    for  as 
long  as  the  fund  lasts.     The  insurance  then  ceases.     As  in  the  case  of  an  out- 
right loan  on  the  policy,    the  insured  may  pay  off  the  sums  withdrawn  to  pay 
premiums  and  thus  reinstate  the  policy  to  its  scheduled  surrender  value. 
After  such  paynaent  and  reinstatement,    the  full  face  value  of  the  policy,    rather 
than  the  face  value  reduced  by  the  amount  of  the  prenaium  loans,   will  again 
be  payable  in  case  of  death.     Under  the  two  options  previously  mentioned,    the 
plan  of  insurance  is  changed  permanently. 


Optional  Methods  of  Settlement 

Practically  all  policies  now  provide  for  a  choice  between  the  lump- 
sum payment  of  the  face  amount  of  the  policy  to  the  beneficiary  upon  the  death 
of  the  insured  and  settlements  that  guarantee   a  periodic  income  or  a  combina- 
tion lump-sum  payment  and  periodic  inconae.     If  one  of  these  optional 
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settlements  is  selected  by  the  insured,   he  may  change  it  while  he  lives;  but 
after  his  death,   his  choice  cannot  be  altered  by  his  beneficiary.     If  the  insured 
has  not  previously  selected  one  of  the  ways  of  settlement,    his  beneficiary 
may  choose  one  of  them  at  the  proper  time  instead  of  a  lump-sum  payment. 

These  options  enable  the  insured  to  look  beyond  his  death  and  arrange 
for  the  method  of  payment  he  thinks  best.     Furthermore,    the  proceeds  of  a 
policy  are  not  taxable  unless  they  include  interest  on  proceeds  left  with  the 
beneficiary,    as  when  an  installment  income  was  elected,   in  whole  or  in  part, 
in  lieu  of  a  lump  sum.     Then,    the  interest  portion  is  taxable.     For  example, 
suppose  a  widow -beneficiary  elecis  to  receive  her  $30,  000  proceeds  at 
$4,  500  a  year  for  10  years.     She  then  pays  a  tax  on  $500  a  year,    calculated 
as  follows: 

Proceeds $4,  500 

Exemption  !£/ 1,  000 

3,  500 

Tax-free  proceeds  ($30,000  4  10  years)  U/ 3,  000 

Taxable  income 500 

The  insurance  company  makes  no  direct  charge  for  its  service  as  an  execu- 
tor,   but  merely  merges  the  extra  expense  of  these  settlements  in  the  general 
expenses  of  the  company.     As  the  fund  is  also  merged  with  the  entire  invest- 
ments of  the  company,    the  risk  of  loss  is  minimized  through  diversification. 

The  options  are  also  available  to  an  insured  who  lives  to  see  his 
endowment  policy  mature  and  who  wishes  to  receive  the  face  value,    along 
with  interest,    as  a  retirement  income  payable  periodically  to  himself;  or  he 
may  let  it  accumulate  at  interest  to  be  paid  later  as  a  lump  sum  or  in  install- 
ments to  his  beneficiary.     The  options  are  also  available  (with  limitations)  to 
those  who  cash  their  policies  for  their  surrender  value  and  who  desire  to 
receive  their  money  in  installments  rather  than  as  a  single  payment. 

The  chief  optional  ways  of  settlement  that  are  of  interest  to  farmers  are: 
(1)  Payment  of  the  face  value,   with  interest,   in  equal  installments  for  a  selected 
number  of  years,    the  amount  of  the  installments  depending  on  the  number  of 
years  selected;  (2)  payment  of  a  somewhat  smaller  sum  periodically  for  a  guar- 
anteed number  of  years,   with  such  payments  to  continue  only  as  long  thereafter 
as  the  beneficiary  lives;  (3)  payment  of  equal  installments  for  some  selected 


10/    Widow's  special  exemption. 

11/    If  the  income  is  to  be  received  for  life,    instead  of  10  years,    life- 
expectancy  tables,    furnished  by  the  Internal  Revenue  Serince,    must  be  used 
to  arrive  at  the  tax-free  proceeds. 
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xaiount  until  the  proceeds  of  the  policy,    together  with  interest,   are  exhausted; 
and  (4)  a  life  income,   payable  monthly  or  otherwise,   as  long  and  only  as  long 
as  the  beneficiary  lives,   in  such  amount  as  the  surrender  value  with  interest 
will  buy. 

Under  (1)  and  (3),    the  payments  are  for  a  fixed  period  of  years  and 
are  continued  as  payments  to  the  beneficiary's  estate,    even  though  the  bene- 
ficiary dies  before  the  expiration  of  the  term.     Under  (2)  and  (4),    the  payment 
period  depends  partly  or  entirely  upon  how  long  the  beneficiary  lives;  there- 
fore,   the  amounts  to  be  paid  periodically  under  these  options  depend  on  the 
age  of  the  beneficiary  at  the  time  payments  start.     Also,    (2)  and  (4)  are  the 
same  except  that  under  (2)  the  period  of  guaranteed  payments  is  definite  - 
usually  10  or  20  years.     Payments  are  to  be  continued  until  the  end  of  the 
period,    even  if  the  beneficiary  dies  during  that  time,   whereas  under  (4)  the 
payments  cease  immediately  upon  the  death  of  the  beneficiary.     Because  of 
the  guaranteed  payment  period,    a  given  surrender  value  will  buy  less  income 
under  option  (2)  than  under  option  (4).     The  difference  increases  with  the 
increased  age  of  the  beneficiary. 

Table  9  may  be  used  in  connection  with  settlement  options  (1)  and  (3) 
to  determine,   for  companies  allowing  2  1/2  percent  interest  on  money  left      © 
with  them,    the  amount  of  insurance  needed  to  provide  a  desired  monthly 
income  for  a  specified  period  of  years.     If,    for  example,   $35  a  month  will  be 
needed  for  the  first  8  years  after  the  death  of  the  insured,    the  table  indicates 
that  $3,  046  worth  of  insurance  is  required.     A  policy  for  $3,  000  will  meet  the 
need  approximately.     If  a  man  already  has  $8,  000  worth  of  insurance  and 
wishes  to  know  the  monthly  income  his  family  will  draw  from  it  after  his 
death,   if  it  is  "stretched  out"  over  10  years,   he  will  find  from  the  table  that 
it  will  provide  approximately  $75  a  month. 

The  appropriate  option  may  be  selected  when  the  insurance  is  obtained, 
or  it  may  be  designated  later.     The  agent  can  handle  the  matter,   or  one  can 
write  directly  to  the  company  about  it.     The  procedure  is  to  send  the  policy  to 
the  company  for  endorsement  of  the  agreement  or  attachm^t  of  a  form 
setting  forth  the  agreement. 


Other  Provisions 

Grace  Period 

« 

Practically  all  policies  provide  that  insurance  shall  continue  in  force 
for  a  month  after  premiums  become  due.     If  the  premium-loan  option  is 
automatic  upon  nonpayment  of  premiums,   interest  is  usually  charged  on  the 
loan  value  withdrawn  to  pay  premiums  in  default  from  the  due  date. 
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Policy  Loans 

As  there  is  nothing  to  prevent  the  insured  from  giving  up  his  policy 
for  its  surrender  value,    companies  permit  him  to  obtain  a  loan  on  his  policy, 
except  in  the  case  of  industrial  insurance,    for  any  amount  up  to  the  cash- 
surrender  value.     The  interest  rate  is  usually  5  or  6  percent,   which  may  or 
may  not  be  payable  in  advance  as  a  deduction  from  the  loan. 

The  justification  for  charging  an  interest  rate  on.  policy  loans  that  is 
higher  than  that  allowed  by  the  company  in  computing  the  level  premium  is 
that  if  this  were  not  done,    the  company  would  receive  no  allowance  for  expen- 
ses on  this  part  of  its  business. 

If  the  insured  dies  before  a  policy  loan  is  repaid,    the  amount  of  the 
loan  is  deducted  from  the  face  value  of  the  policy  and  the  beneficiary  is  paid 
the  remainder.     The  deduction  of  the  amount  of  the  loan,    as  part  of  the  policy 
reserve,   from  the  face  amount  of  the  insurance  may  appear  to  be  unjustified. 
But  on  further  thought,   it  becomes  obvious  that  the  reserve  does  not  belong 
to  the  insured  unless  and  until  the  policy  and  all  its  benefits  are  surrendered. 
The  premium  calculations  do  not  provide  for  payment  of  the  reserve  as  well 
as  the  face  amount  of  the  policy  to  beneficiaries.     The  reserves  of  those  who 
die,    together  with  the  extra  payments  of  those  who  live,    are  necessary  in 
order  to  pay  off  those  who  survive  to  die  at  a  later  date.     If  the  reserve,    along 
with  the  face  amount  of  the  policy,   were  payable  to  the  beneficiary,   a  much 
higher  premium  would  be  required. 

Assignments 

Life  insurance  policies,    except  industrial  insurance  in  most  instances, 
may  be  assigned  to  third  parties  as  security  for  payment  of  debts.     If  due 
notice  of  assignment  has  been  given  the  company,    it  will  apply  the  proceeds 
of  the  policy  on  the  debt  in  case  the  insured  dies  and  pay  the  remainder,   if 
any,    to  the  beneficiary. 

Disability  Provisions 

At  a  small  additional  cost,    a  provision  called  a  "waiver-of-premiums" 
may  be  obtained,    under  which  the  insured  is  relieved  from  paying  premiums 
in  case  of  total  and  permanent  disability.     The  extra  cost  is  small. 

From  about  1920  to  1932,    many  companies  offered,    in  connection  with 
their  policies,    separate  monthly  income  payments  that  were  payable  for  life 
or  to  the  maturity  date  of  the  policy.     This  monthly  income  was  usually  1 
percent  of  the  face  amount  of  the  policy.     Thus  the  disability  clause  in  a  $1,  000 
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ordinary  life  policy  provided  for  payments  of  $10  a  month  to  the  insured  as 
long  as  he  lived,    and  for  the  further  payment  of  the  face  amount  when  the 
insured  died.     This  clause  has  been  rather  generally  discontinued  in  favor  of 
the  waiver -of -premiums  provision.     Anyone  who  has  a  policy  that  contains 
one  of  these  clauses  providing  disability  income  should  retain  it  if  possible. 

Double  Indemnity 

A  "double  indemnity"  clause,   under  which  double  the  face  amount  of 
the  policy  is  paid  in  case  of  accidental  death,    may  also  be  obtained  at  a  small 
additional  cost.     Those  who  do  not  take  this  provision  may  reason  that  the 
need  for  insurance  is  usually  unrelated  to  the  cause  of  death. 


Planning  An  Insurance  Program 

The  Problem 

A  farmer  aged  35  decides  that  in  the  event  of  his  death,   his  family 
would  need  about  $1,  000  to  pay  burial  and  other  expenses  and  leave  a  small 
sum  to  tide  them  over  until  other  plans  can  be  made.     He  thinks  they  should 
also  have  about  $75  a  month  extra  until  his  oldest  boy  is  out  of  college  - 
which  will  be  in  about  10  years.     In  addition,   he  wants  enough  insurance  to 
pay  off  a  $6,  000  mortgage  on  the  place,    running  for  8  years,    which  draws  5 
percent  interest  and  requires  a  $928  annual  installment.     This  farmer  believes 
that  if  he  lives  he  can  meet  the  mortgage  installments  as  they  com c  due  and 
pay  the  boy's  way  through  the  State  college.     But  if  he  dies  he  wants  to  have 
his  family  provided  for  as  outlined. 


A  Possible  Solution 

Obviously,    a  $1,  000  ordinary  life  policy  is  needed  for  the  permanent 
protection.     The  net  annual  premium  (for  companies  using  the  Commissioners' 
Standard  Ordinary  Mortality  Table  and  a  2  1/2-percent  interest  rate)  is 
$20.  50  per  $1,  000  (table  2).     If  the  company  "loads"  its  np^  prpmium  by  one- 
third  for  necessary  overhead  expenses,    this  policy  would  cost  about  $27  a  year. 

Each  year  that  the  farmer  lives  to  make  payments  on  his  mortgage,    its 
balance  is  reduced.     So  also  is  the  interval  of  time  before  the  boy  graduates 
from  college,   during  which  the  $75  monthly  income  is  needed.     Therefore,    the 
insurance  needs  of  tne  family  diminish  each  year  the  farmer  lives.     This 
fact  is  set  out  in  table  10. 
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Table  10,  -  Amount  of  insurance  required  to  meet  specified  obligations  if  farmer  dies 

within  10  years 


Presumed 
years  elapsing: 
before  death 
of  farmer 


Balance  due  on 
mortgage  1  / 


Purchase  price 
of  $75  monthly 
income  until 

oldest  boy  is 
out  of  college 

2/ 

Dollars 

7, 

967 

7, 

256 

6, 

527 

5, 

780 

5, 

014 

4, 

229 

3, 

424 

2, 

600 

I, 

7  54 

Total  amount 
of  insurance 
actually 
required 


0-. 

1-. 
2-. 
3-. 
4-. 
5-. 
6-. 
7-. 
8-. 
9-. 
10. 


Dollars 

6,  000 
5,  372 
4,712 
4,  019 
3,  292 
2,  528 


1 


726 

884 

0 

0 

0 


Dollars 

13,  967 

12,  628 

11,  239 

9,  799 

8,  306 

6,  757 

5,  150 

3,  484 

1,  754 

888 

0 


1/      Interest  at  5  percent;  annual  installments,   $928. 
2/      See  table  9. 

Table  11.  -  Summary  of  kinds  and  amounts  of  insurance  under  illustrative  program, 
and  estimated  annual  costs,   by  5 -year  age  intervals  and  at  age  45  and  thereafter 


Attained -age  group  and  kind 
of  insurance 


Amount  of 
insurance 


Estimated 
annual  cost 


Age  3  5  to  39: 

Ordinary  life  insurance 

Term  insurance 

Total 

Age  40  to  44; 

Ordinary  life  insurance- 

Term  insurance 

Total 

Age  45  and  over: 

Ordinary  life  insurance - 


Dollars 


I,  000 
14,  000 


15,  000 


1,  000 
7.  OOP 


8,  000 


1.  000 


Dollars 


27 

94 


121 


27 

64 


91 


27 


29 


From  a  study  of  table  11,    it  appears  that  $14,  000  of  5-year  term 
insurance,   in  addition  to  the  $1,  000  of  ordinary  life  insurance,   will  be  needed 
for  the  immediate  future.     If  the  farmer  lives  out  the  5-year  term,   he  can 
renew  his  term  insurance  for  another  5  years  for  $7,  000.     Each  year  of 
each  5-year  term  that  the  farmer  lives,    the  margin  between  the  face  amount 
of  the  insurance  and  his  insurance  needs  increases.     This  cannot  be  avoided 
except  by  obtaining  yearly  renewable  term  insurance  for  the  exact  amount  of 
protection  needed  each  year  or  by  obtaining  a  "family -in come"  policy.     One- 
year  term  insurance  is  not  always  available,    and  usually  it  cannot  be  obtained 
in  odd  amounts.     But  in  case  of  the  death  of  the  insured,    this  margin  of 
income  above  immediate  needs  will  add  further  to  the  financial  security  of 
the  family,    as  it  will  amount  to  substantial  sums  if  death  occurs  near  the 
end  of  either  5 -year  term. 

The  net  annual  premium  for  5 -year  term  insurance  at  age  35  for 
companies  using  the  1941  Commissioners'  Standard  Ordinary  Mortality  Table 
and  a  2  1/2  percent  interest  rate  is  $5.  03  per  $1,  000,    or  $70.  42  per  year 
for  $14,  000  worth  of  insurance  (table  2).     If  loaded  by  a  third  for  necessary 
operating  expenses,    this  annual  level  premium  would  amount  to  about  $94 
each  year  for  the  first  5  years.     If  one  policy  for  $14,  000  were  taken,    a 
lump-sum  payment  of  $6,  000  could  be  selected  to  pay  off  the  mortgage,    and 
the  remaining  $8,  000  could  be  made  payable  as  a  $75  monthly  income  for 
about  10  years.     Obviously,   each  year  the  farmer  lives  during  the  term  of 
the  policy  adds  another  year  to  the  time  after  the  boy  graduates  during  which 
the  $75  monthly  income  payments  will  be  received. 

Here  term  insurance  has  been  added  to  an  ordinary  life  policy  to 
obtain  the  protection  desired.     When  such  insurance  is  sold  under  one  con- 
tract,  it  is  called  a  "family-maintenance"  policy.     Under  it,    as  in  the  illus- 
tration,   the  income  is  payable  for  a  fixed  number  of  years  after  death.     If  the 
insured  lives  to  reduce  the  debts  and  also  the  period  during  which  the  monthly 
income  is  desired  for  the  beneficiary  (until  graduation  of  the  son  in  the  exam- 
ple),  more  protection  than  necessary  is  provided  in  the  later  years  of  the 
contract  period. 

Most  companies  offer  |5olicies  that  combine  yearly  term  insurance  in 
decreasing  amounts  with  ordinary  life  insurance,    so  that  at  death  a  monthly 
income  is  payable  to  the  beneficiary  for  the  unexpired  period  (until  the  son 
graduates)  as  well  as  a  lump  sum  (to  pay  off  the  balance  on  the  mortgage). 
As  the  period  during  which  the  payments  are  to  be  made  is  diminishing  con- 
stantly,   there  is  less  protection  later  on  than  at  first,    and  the  premium  is 
likewise  less  than  under  either  the  family-maintenance  policy  or  a  program 
that  combines  term  insurance  and  ordinary  life  in  separate  policies.     The 
plan  of  combining  term  with  ordinary  life  insurance  in  separate  policies  has 
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been  used  in  the  illustration  because  it  illustrates  simply  and  adequately 
the  flexibility  of  insurance  in  meeting  changing  needs. 

An  alternative  would  be  to  obtain  two  separate  5 -year  term  policies, 
one  for  $6,  000  and  the  other  for  $8,  000,   using  the  lump-sum  settlement 
option  for  the  first  and  the  monthly  income  option  for  the  second.     There  is 
a  small  saving  in  paying  premiums  annually  or    semiannur'""--  -feather  than 
quarterly.     By  having  two  policies,   premiums   may  be  payable  -^lly  but 

on  different  dates.     Until  1956,    each  company  charged  a  fixed  rate  pe.   .?  1,  000 
of  insurance  at  a  given  age,    regardless  of  the  size  of  a  policy.     Since  then, 
companies  have  moved  toward  rates  that  are  graduated  by  size  of  policy; 
that  is,    they  use  rates  that  are  higher  per  $1,  000  of  insurance  for  small 
policies  than  for  larger  ones.     So  the  advantage  of  obtaining  a  stipulated 
amount  of  insurance  in  several  polices,    rather  than  one,   is  reduced.     Taking 
several  term  policies  makes  life  insurance  more  flexible  in  meeting  changing 
needs,   as  any  one  of  them  can  be  dropped  when  it  comes  up  for  renewal  if  it 
is  no  longer  needed. 

After  the  first  5  years,   the  insurance  could  be  renewed  for  $7,  000, 
making  $2,  600  available  immediately  upon  the  death  of  the  insured,    and 
selecting  the  monthly  income  settlement  option  for  distribution  of  the 
remaining  $4,  400.     The  $2,  600  to  be  paid  in  a  lump  sum  would  more  than  pay 
the  remaining  debt,   which  by  this  time  will  have  been  reduced  to  $2,  528.     The 
$4,  400  would  buy  a  monthly  income  of  $75  for  about  5  years  and  3  months,    or 
$50  for  about  8  years  and  1  month,   beginning  a  month  after  the  insured  dies, 
if  he  dies  during  the  5-year  term.    12/ 

For  companies  using  the  1941  Commissioners'  Standard  Ordinary 
Mortality  Table  and  a  2  1/2-percent  interest  rate,    the  net  annual  premium 
for  5-year  term  insurance  at  age  40  is  $6.  87  per  $1,  000,    or  $48.  09  for  $7,  000 
of  insurance.     (See  table  2. )    If  loaded  by  a  third  for  necessary  operating 
costs,    the  premium  would  be  about  $64  each  year  during  this  second  5  years. 

If  the  farmer  dies  in  the  middle  of  the  ninth  year,   for  example,    the 
mortgage  will  have  been  paid  off,   and  the  widow  will  have  the  $2,  600  provided 
at  the  beginning  of  the  last  5 -year  term  for  payment  of  the  mortgage.     She 
can  leave  this  money  with  the  company  to  draw  interest  and  be  paid  as  a 
monthly  income.     Reference  to  table  9  shows  that  $2,  666  left  with  a  company 
that  pays  2  1/2  percent  will  buy  an  additional  monthly  income  of  $20  for  13 


12/    The  monthly  income  of  $75  purchasable  for  5  years  and  3  months  with 
$4,  400  may  be  estimated  from  table  9  by  interpolating  between  (1)  a  monthly 
income  of  $75  purchasable  for  5  years  with  $4,  229,    and  (2)  a  monthly  income 
of  $75  purchasable  for  6  years  with  $5,  014. 
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years,  or  $2,  656  will  buy  a  monthly  income  of  $25  for  10  years.  The  $2,  600 
will  therefore  buy  only  slightly  less  than  these  monthly  incomes  for  the  same 
periods. 

In  this  instance,    the  farmer's  widow  will  have  the  $75  a  month  for  5 
years  and  3  months  provided  by  the  $4,  400  under  the  option  selected  by  the 
farmer.     She  will  have  also  an  additional  monthly  income  under  an  option  she 
selects  when  the  policy  matures,   instead  of  a  lump-sum  payment  no  longer 
needed  to  pay  off  the  mortgage. 

At  the  end  of  the  10 -year  period,    this  farmer's  ordinary  life  policy 
will  have  a  cash-surrender  value  of  about  $174,    and  if  he  lives  for  20  years, 
its  value  will  have  increased  to  about  $362.     (See  table  7. )    Amounts  up  to 
these  values  may  be  borrowed  on  the  policy  without  surrendering  it.     The 
operation  of  the  level-premium  principle  thus  creates  a  small  reserve  for 
the  farmer  which  he  may  draw  upon  in  an  emergency  if  he  lives,     A  rate  of 
5  (or  6)  percent  is  usually  charged,  however,  in  connection  with  policy  loans. 

Suppose  the  farmer  lives  for  20  years,    and  no  longer  cares  to  pay 
premiums  or  no  longer  needs  the  full  $1,.000  of  protection  under  the  ordinary 
life  policy.     The  table  below  indicates  that  at  age  55  each  $1  of  surrender 
value  will  buy  $1,  53  of  paid-up  insurance.     The  farmer  can  exercise  the 
paid-up  insurance  option  in  his  policy.     For  his  $362  reserve  fund,   he  can 
obtain  about  $554  (or  1.  530  x  362)  of  insurance,   which  will  remain  in  effect 
for  the  rest  of  his  life  although  he  pays  no  more  premiums. 

Amount  of  paid-up 
Attained  insurance  that  each  $1 

age  of  surrender  value 

(years)  will  buy 

(dollars) 

30 2.  417 

35 . 2.  190 

40 — 1.  990 

45 1.  814 

50 1.  661 

55 — --. 1.  530 

60 1.  419 

65 1.  327 

A  family's  insurance  plan  may  be  adjusted  in  various  ways  to  changing 
family  circumstances.     An  improvement  in  the  family's  position  may  enable 
it  to  pay  premiums  in  larger  installments,    to  increase  the  amount  of  its 
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insurance  on  insured  members,   or  to  take  out  insurance  on  uninsured  mem- 
bers.    If  money  difficulties  arise,   payments   or  premiums  may  be  reduced 
by  replacing  any  insurance  that  has  a  savings  feature,   such  els  20 -pay  life, 
or  endowment,   with  insurance  that  features  greater  protection  and  less 
savings,    such  as  ordinary  life  policies.     Before  a  change  from  a  higher  to  a 
lower  premium  policy  is  permitted  by  the  company,    the  policyholder  must 
show  that  he  is  physically  entitled  to  new  life  insurance.     Usually,    this  evi- 
dence of  insurability,   which  sometimes  involves  a  medical  examination, 
must  be  furnished  without  expense  to  the  company.     Another  alternative  is  to 
reduce  the  amount  of  insurance  on  dependents.     One  or  more  of  these  changes 
may  release  enough  funds  to  meet  the  emergency.     If  more  funds  are  needed, 
one  or  more  policies  on  dependents  may  be  surrendered  outright  for  their 
cash  value.     The  insurance  on  the  principal  wage  earner  should  be  kept,   even 
if  policies  on  dependents  must  be  surrendered.     Obviously,    insurance  on  a 
family  member  who  is  in  poor  health  should  not  be  sacrificed. 


Summary  Statement  on  Planning  an  Insurance  Program 

Most  men  should  carry  some  life  insurance.     This   is  especially  true 
if  a  man  is  heavily  in  debt  and  has  dependents.     Of  the  several  types  of  life 
insurance  policies,    the  most  common  are:  (1)  Term  insurance,    renewable 
or  convertible,    (2)  ordinary  life,    (3)  limited -payment  life,    (4)  endowment. 

1,  Term  insurance  is  the  cheapest  form  of  insurance  for  a  short 
time.     It  is  a  good  form  to  take  out  if  one  needs  a  lot  of  protection  for  only  a 
few  years.     The  same  premium  is  paid  each  year  for  a  definite  number  of 
years.     If  this  policy  is  renewed,    the  annual  premium  will  be  increased  at 
each  renewal  by  reason  of  the  higher  age.     Usually,   while  the  policy  is  in 
force,   it  can  be  changed  to  one  of  the  other  forms  by  paying  the  difference  in 
the  premium  for  the  age  at  that  time. 

2,  An  ordinary  life  policy  calls  for  the  same  premium  payment  each 
year  as  long  as  one  lives.     However,    the  dividends  usually  allowed  in  the  case 
of  the  mutual  company  serve  to  reduce  the  amount  of  the  payment,   year  by 
year,   so  that  it  is  decreased  to  some  extent.      The  ordinary  life  policy  is 
usually  the  best  form  of  insurance  for  one  who  is  interested  primarily  in  life- 
time protection  and  who  has  other  ways  of  investing  his  money,    as  have  most 
farmers. 

3,  The  20-payment  life  or  other  limited -payment  type  of  insurance 
costs  somewhat  more  a  year.     What  one  really  pays  is  the  current  cost  of 
protection  plus  enough  more  so  that  when  put  at  interest  by  the  company,   it 
will  amount  to  a  sum  large  enough  at  the  end  of  20  years  (or  other  limited - 
payment  period)  to  pay  the  future  premiums.     This  kind  of  policy  is  used  by 
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those  who  want  to  pay  up  their  insurance  in  full  before  they  are  too  old  or 
before  their  earning  power  begins  to  decline, 

4.     The  endowment  policy  not  only  gives  protection;   it  adds  a  consid- 
erable element  of  investment  and,    therefore,    costs  more.     At  the  end  of  20 
years,   say,   or  other  specified  period,    the  policy  has  a  cash  value  equal  to 
its  face  amount.     Thus  if  one  takes  out  a  20 -year  endowment  policy  for  $1,  000, 
he  pays  a  premium  large  enough  to  carry  the  insurance  and  build  up  an  invest- 
ment which  at  the  end  of  the  20  years  will  represent  savings  of  $1,  000.     He 
can  get  this  sum  in  cash  or  have  it  paid  to  him  in  installments.     This  is  a 
good  form  of  insurance  for  the  salaried  man  who  does  not  have  many  good 
ways  of  investing  his  savings  or  who  is  otherwise  not  inclined  to  save  money. 
Usually,   if  a  farmer  is  thrifty,  he  need  not  depend  upon  paying  insurance 
premiums  to  save  money.     He  can  invest  his  money  profitably  in  his  own 
business. 

By  and  large,   it  may  be  said  that  the  best  life  insurance  for  the 
average  farmer  without  a  mortgage  is  ordinary  life  insurance.     He  may 
reasonably  expect  to  be  able  to  continue  his  premiium  payments  after,   say, 
20  years;  but  even  if  circumstances  prevent  him  from  doing  so,   he  can  still 
have  the  policy  go  on  for  about  half  its  face  value  without  paying  any  more 
premiums.     A  farmer  with  children  and  a  naortgage  on  the  place  probably 
should  have  enough  5-  or  10 -year  term  insurance  (of  the  renewable  type)  to 
pay  off  the  mortgage  and  help  educate  the  children.     This  would  be  in  addition 
to  his  ordinary  life  insurance.     That  is,   he  should  have  ordinary  life  insurance 
for  permanent  needs  and  term  insurance  for  temporary  needs. 


Selecting  a  Company 

Two  principal  types  of  companies  -  stock  and  mutual  -  offer  life 
insurance.     As  the  name  indicates,    a  stock  company  is  owned  by  its  share- 
holders,  who  expect  income  on  their  investments.     A  mutual  company  is 
owned  by  its  policyholders,   who  share  declared  profits  as  dividends.     These 
dividends  may  be  applied  at  once  toward  payment  of  premiums  or  they  may 
be  left  with  the  company  to  draw  interest. 

Profits  are  derived  principally  from  mortality  savings  (obtained  in 
part  from  mortality  tables  which  overestimate  present  death  rates),   from 
investment  income  in  excess  of  the  amount  of  interest  required  to  maintain 
the  reserve  funds,   and  from  operating  at  less  cost  than  was  added  on  when 
the  gross  premium  was  calculated.     Before  a  decision  is  reached  as  to  which 
type  of  company  offers  the  cheaper  insurance,    the  net  premium  cost  of  the 
mutual  company,    after  dividend  payments,   should  be  compared  with  the 
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usually  lower  quoted  costs  of  the  stock  companyo     The  mutual  company's 
estimates  of  future  dividend  payments  and  net  costs  are  not  guaranteed  ulti- 
mate costs,    as  no  company  can  predict  exactly  its  future  earnings  and 
expenses.     In  recent  years,   however,    there  has  been  a  tendency  toward  mu- 
tual ownership  of  life  companies  and  the  five  largest  companies  are  now  mutual. 

In  selecting  a  company,    the  first  consideration  should  be  whether  it  is 
a  "legal  reserve"  company.     If  so,   it  has  set  aside  reserves  on  its  policies 
in  compliance  with  State  laws,   which  also  regulate  the  investment  of  these 
reserves.     Such  a  company  should  be  reasonably  safe.     Other  indications  of 
financial  stability  are  (1)  age  of  company,    (2)  earnings  on  invested  reserves, 
and  (3)  relative  lowness  of  operating  expenses. 

Usually,    a  long-established  company  has  had  a  chance  for  a  stable 
group  of  policyholders  to  move  into  the  older  age  brackets.     After  policies 
have  been  in  force  for  about  4  or  5  years,    experience  has  shown  that  death 
rates  tend  to  increase.     This  is  because  the  better  risks  are  accepted  for 
insurance,   while,    as  a  result  of  the  medical  examination,    those  in  poor 
health  tend  to  be  rejected.     Usually,    therefore,    a  new  and  rapidly  expanding 
company  has  a  higher  proportion  of  healthier  risks  than  an  older  company. 
After  the  effect  of  medical  selectivity  wears  off,   however,    the  claim  costs  of 
the  newer  company  will  tend  to  increase.     If  the  company  is  mutual,    these 
increased  costs  will  be  reflected  by  reduced  dividends  to  policyholders.     For 
this  reason,    the  net  costs  of  a  long-established  mutual  company  tend  to  be  a 
more  reliable  indication  of  future  operating  experience  than  do  the  net  costs 
of  the  newly  organized  mutual. 

Earnings  on  invested  reserves  are  usually  measured  by  the  ratio  of 
investment  income  to  company  assets.     This  ratio  shows  the  extent  to  which 
a  company  is  earning  more  than  the  contracted  interest  rate  on  its  reserves. 
Larger  earnings  mean  larger  dividends  and  lower  net  costs  to  mutual  policy- 
holders.    The  expenses  of  various  companies  per  $1,  000  of  insurance  in  force 
may  be  compared  to  learn  the  relative  operating  costs  in  connection  with  a 
given  unit  of  insurance.     As  initial  costs  are  higher  than  renewal  costs  per 
unit  of  insurance,    this  figure  probably  will  be  higher  for  newer  than  for  long- 
established  companies. 

In  Connecticut,   New  York,    and  Massachusetts,    life  insurance  is  sold 
"over  the  counter"  by  mutual  savings  banks. 

A  farmer  who  belongs  to  a  fraternal  society  that  offers  insurance  will 
probably  find  that  life  insurance  is  available  from  these  societies  and  that 
small  policies  on  his  wife  and  children  may  also  be  obtained.     Most  fraternal 
insurance  organizations  are  now  on  a  "legal-reserve"  basis.     Agents  are  not 
usually  hired  to  obtain  new  business  in  connection  with  either  of  these   forms 
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of  insurance,   so  that  in  the  early  years,    acquisition  costs  are  low  and 
surrender  values  are  relatively  high.     However,   in  many  instances,    the 
advantage  the  fraternal  insurance  organization  has  over  the  old -line  mutual 
company  in  low  acquisition  costs  may  be  offset  by  other  lower  expense  ratios 
or  the  increased  earnings  of  the  old -line  mutual  company.     The  mortality 
rate,    the  rate  of  interest  earned,    and  the  average  size  of  policies  issued 
with  its  corresponding  effect  on  expenses,   affect  the  ultimate  net  costs  of  the 
mutual  policyholder,   whether  his  policy  is  with  a  fraternal  society  or  an  old- 
line  mutual  company. 

A  few  assessment  life  associations  continue  to  operate  in  some  States, 
although  many  States  do  not  permit  the  organization  of  new  life  associations 
that  depend  on  post-mortem  assessments  for  the  payment  of  claims.  In  some 
Southern  States,  there  are  "burial  associations,  "  which  pay  their  claims  in 
the  form  of  burial  goods  and  services.  The  operation  of  these  associations 
is  discussed  in  a  separate  section  of  this  report.  Assessment  associations 
of  both  types  usually  offer  insurance  on  juveniles  as  well  as  on  adults. 

If  a  maximum  amount  of  protection  for  the  money  is  desired,   with 
no  idea  of  accumulating  savings,   term  insurance  meets  the  need.     It  is  a 
good  idea  to  consider  carefully  the  purposes  for  which  insurance  is  needed, 
then  to  decide  the  kinds,   amounts,    and  terms  of  policies  that  will  best  serve 
those  purposes. 

Companies  usually  require  a  medical  examination  in  connection  with 
life  insurance.     If  the  examination  discloses  impairment  of  health,    and  the 
application  for  insurance  is  rejected,    this  fact  is  reported  to  a  medical  infor- 
mation exchange;  it  may  mean  that  other  companies  will  refuse  insurance.     A 
person  thus  rejected  may  still  be  able  to  obtain  insurance  from  certain  com- 
panies as  a  substandard  risk,   by  paying  a  higher  premium  rate  than  would 
otherwise  be  required. 

Some  health  defect,   which  may  even  be  unknown  to  the  applicant,   may 
prevent  his  obtaining  a  new  policy.     Therefore,   if  for  any  reason  it  is  desired 
to  drop  a  policy  and  take  another  one  with  the  same  or  a  different  company, 
it  is  wise  to  obtain  the  new  policy  and  pay  the  first  premium  before  giving  up 
the  old  one. 


Terminating  Policies 

A  policy  dropped  within  about  3  years  (som.etimes  5  in  the  case  of 
industrial  insurance)  usually  has  no  cash  surrender  value  and  is  called  a 
"lapsed"  policy.     In  these  early  years,    most  of  the  premiums  are  needed  to 
defray  such  initial  costs  as  the  agent's  commission  and  the  cost  of  the 
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medical  examination.     State  insurance  laws,    therefore,   permit  life  insurance 
companies  to  keep  the  premiumis  paid  during  the  years  when  lapses  are 
likely  to  be  greatest  and  to  build  up  their  reserves  afterward.    13/    So  it  is 
well  to  remember  that  the  person  who  takes  out  insurance  and  then  drops  it 
pays  dearly  for  his  temporary  protection.     Most,   if  not  all,    of  his  extra 
payments  under  the  level  premium  plan  are  used  to  pay  company  expenses 
and  not  to  increase  the  cash  value  of  his  policy. 

Being  "hard  up"  is  the  most  frequent  direct  cause  of  letting  policies 
lapse  or  terminate.     Loss  of  a  crop,   low  prices  for  farm  products,   or  some 
other  misfortune  or  disappointment  are  indirect  causes  for  dropping  policies. 
In  many  instances,    the  reasons  are  unavoidable. 

Often,    the  policies  taken  do  not  suit  the  needs  of  the  family,     Over- 
persuasion  may  influence  a  person  to  take  a  policy  which,    after  more  delib- 
erate thought,   he  drops.     Another  person  may  take  insurance  on  impulse 
rather  than  on  conviction;  if  so,   he  is  not  likely  to  continue  his  premium  pay- 
ments.    But  if  the  insurance  has  grown  out  of  a  real  belief  in  its  need  and 
value,    the  chances  are  that  the  thrifty  man  will  retain  it  even  through  a 
hard  time. 

Not  all  policies  are  dropped  because  of  financial  strain  or  indifference. 
Considerable  flexibility  is  possible,    and  with  some  planning,   insurance  can 
be  made  to  serve  definite  needs.     After  paying  premiums  for  a  tinae,   one 
person  may  decide  that  he  no  longer  needs  his  insurance  for  the  purpose 
originally  intended.     He  may  terminate  it  for  its  cash-surrender  value. 
Another  person,   who  has  made  other  savings  or  whose  responsibilities  have 
been  reduced,    may  decide  that  he  no  longer  needs  the  full  amount  of  his 
policy.     He  may  take  advantage  of  his  paid-up  insurance  option  to  take  a 
lesser  amount  of  insurance  and  make  no  further  premium  payments.     Still 
another  person  may  decide  that  the  full  amount  of  his  policy  will  be  required 
for  only  a  few  years  in  the  future.     He  may  stop  paying  premiums  and  let  his 
insurance  "run  out"  under  the  "extended-insurance"  option  of  his  policy.     He 
would  then  receive  protection  for  the  full  amount  of  his  policy  for  a  certain 
time,   depending  on  the  number  of  years  he  had  paid  premiums,    and  no  further 
premiums  would  have  to  be  paid. 

Before  policies  are  dropped  because  money  is  short,    a  person  should 
find  out  whether  he  can  lessen  the  burden  of  the  payments,   for  instance,   by 
paying  quarterly  or  semiannually.     Or  perhaps  the  annual  payment  could  be 
continued  and  the  yearly  dates  "staggered.  "    It  is  possible  also  to  obtain 
policy  loans,   up  to  the  surrender  value  of  the  policy. 


13/    Under  certain  reserve  plans,   part  of  the  premium  the  first  year  on  the 
higEer  priced  policies  is  accumulated  in  the  reserve. 
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In  general,   farmers  are  considered  good  risks  for  life  insurance.     As 
they  are  self-employed  and  usually  grow  at  least  some  of  their  food,    they  are 
not  as  much  affected  by  the  conditions  that  go  with  unemployment  in  cities. 
Therefore,   they  are  more  likely  to  keep  up  their  insurance  payments.     More- 
over,  mortality  rates  for  farmers  appear  to  be  lower  than  those  for  most 
other  occupations.     Yet  all  persons  are  charged  the  overall  mortality  rates 
for  their  ages,   irrespective  of  occupation.     Reasoning  further  along  this  line, 
one  might  wonder  whether  farmers  could  not  get  insurance  at  lower  cost 
through  group  policies  on  which  there  is  the  possibility  of  a  dividend,   if  the 
experience,  kept  separately,  justifies  it.     This  possibility  is  discussed  further 
in  the  section  on  group  insurance. 


National  Service  Life  Insurance 

From  1940  to  April  26,    1951,   National  Service  Life  Insurance  (NSLI) 
was  available  to  both  men  and  women  who  entered  the  Armed  Forces.     It  was 
first  issued  as  5-year  term  insurance,   with  the  privilege  of  conversion 
(under  certain  conditions)  to  one  of  six  permanent  plans:    Ordinary  life,    20- 
payment  life,    30 -payment  life,    20 -year  endowment,   endowment  at  age  60,    and 
endowment  at  age  65.     Later,   the  insurance  was  issued  also  on  the  permanent 
plans  mentioned  above. 

In  April  1951  the  Congress  amended  the  NSLI  Act  and  withdrew  from 
veterans  of  World  War  11  and  men  in  service  the  privilege  of  buying  NSLI.     A 
substitute  program  of  indemnity  against  death  was  enacted.     Under  it,   persons 
on  active  duty  were  automatically  covered  for  $10,  000  against  death  while  on 
active  duty  and  for  120  days  thereafter.     This  new  law  also  made  the  following 
types  of  nonparticipating  insurance  available  to  men  after  separation  from 
service: 

1.     Veterans'  special  nonconvertible  and  nonparticipating 
5 -year  term  (RS)  insurance. 

This  insurance  was  issued,   without  a  medical  exam- 
ination,  upon  application  and  payment  of  the  first  premium 
within  120  days  after  separation  from  active  service.     The 
privilege  of  applying  for  this  insurance  was  withdrawn  as 
of  December  31,    1956. 

The  policies  issued  were  nonparticipating  and,   until 
January  1,    1959,   they  were  nonconvertible.     The  insurance 
may  be  kept  and  renewed  every  5  years  at  the  higher  rates 
applicable  to  the  attained  age. 
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On  and  after  January  1,    1959,    the  "RS"  insurance  may  be 
converted  to  any  of  the  six  previously  mentioned  permanent  plans, 
or  it  maybe  exchanged  for  (limited)  convertible  5-year  term  (W) 
insurance. 

Many  veterans  will  want  to  exchange  their  old  (RS)  term 
insurance  for  the  new  (W)  term  insurance  because  of  the  lower 
rates.     The  new  insurance  provides  the  same  benefits  as  the 
old  insurance,    except  that  it  cannot  be  issued  or  renewed  after 
September  1,    1960,   or  after  the  insured's  50th  birthday,   which- 
ever is  later.     If  this  insurance  is  not  converted  before  the  expi- 
ration of  the  term  period  which  expires  after  the  insured's  50th 
birthday,    the  protection  will  cease  at  the  end  of  such  term  period. 

2.     "RH"  insurance  for  those  with  service -connected  disabilities. 

This  nonparticipating  post-service  (RH)  insurance  is 
granted  under  certain  conditions  to  any  person  released  from 
active  duty  on  or  after  April  25,    1951,   who  is  found  to  be 
suffering  from  a  disability  or  disabilities  for  which  compen- 
sation would  be  payable  if  10  percent  or  more  in  degree,    and 
who  is  otherwise  in  good  health.     It  is  issued  as  5-year  term 
insurance  or  on  one  of  the  six  permanent  plans  mentioned 
earlier.     Application  and  payment  of  premium  must  be  in 
writing  within  one  year  from  the  date  the  Veterans  Adminis- 
tration (VA)  determines  the  disability  to  be  service  connected. 

As  was  pointed  out  earlier  in  connection  with  nonveteran  insurance, 
the  premiums  for  5-year  term  insurance  are  inexpensive  at  the  early  ages; 
but  they  increase  every  5  years  when  the  policy  is  renewed.     At  the  older  ages, 
the  cost  of  term  insurance  increases  rapidly,   so  a  veteran  should  consider 
converting  his  term  insurance  to  permanent  insurance,    on  which  there  is  no 
later  increase  in  premiums. 

Any  NSLI  term  insurance,    except  the  limited  convertible  (W)  plan  men- 
tioned above,   may  be  converted  at  any  time  to  a  permanent  plan.     As  previously 
stated,    the  "W"  plan  must  be  converted  to  permanent  insurance  by  September  1, 
1960,   or  before  the  expiration  of  a  term  period  after  age  50  (whichever  comes 
later);  otherwise,   it  will  expire,    as  it  cannot  be  renewed  thereafter. 

Conversion  to  a  permanent  plan  may  be  effective  as  of:  (1)  Insured's 
present  age,   subject  to  an  acceptable  application  and  payment  of  the  increased 
premium  required  for  the  veteran's  present  age  under  the  plan  selected;  (2) 
his  age  on  the  date  he  took  out  the  original  policy,   by  submitting  an  acceptable 
application  and  paying  the  difference  in  reserve  on  the  original  policy  and  the 
plan  selected,   and  then  paying  the  premium  rate  that  would  apply  if  the  new  plan 
had  been  available  and  put  into  effect  at  the  younger  age;  or  (3)  his  age  on  any 
premium-due  date  between  the  original  effective  date  and  the  current  date. 
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Although  a  change  to  a  higher  premium  plan  may  be  made  at  any  time 
without  evidence  of  good  health,   such  evidence  is  required  for  change  to  a 
lower  premium  plan.     This  applies  to  all  NSLI  plans.     But  once  a  permanent 
plan  has  been  correctly  established,   it  cannot  be  changed  to  a  term  plan. 

There  are  no  restrictions  in  naming  beneficiaries.     Any  person  or  firm, 
including  the  estate  of  the  insured,    may  be  designated.     The  insured  can 
change  his  beneficiary  at  any  time.     It  is  important  to  keep  beneficiary  desig- 
nations up  to  date. 

Four  optional  settlements  are  available  for  the  payment  of  death  bene- 
fits:   (1)    A  lump  sum,    (2)  equal  monthly  installments  for  terms  varying  from 
36  to  240  months  -  but  in  even  multiples  of  12  months,    (3)  monthly  installments 
for  the  life  of  the  first  beneficiary,   with  120  monthly  payments  guaranteed, 
and  (4)  monthly  installments  for  the  life  of  the  first  beneficiary,   with  the 
total  installments  equal  to  the  face  amount  of  the  policy  guaranteed  (refund 
life  income).     Option  4  is  not  available  to  beneficiaries  above  certain  ages  at 
the  time  of  death  of  the  insured. 

Recent  legislation  increases  the  amount  of  total  disability  income 
benefits  that  may  be  purchased.     The  amount  has  been  increased  from  $5 
to  $10  per  month  for  each  $1,  000  of  NSLI  insurance  in  force.     This  provision 
may  be  added  upon  application  and  payment  of  an  additional  premium.     If  the 
applicant's  age  is  41  years  or  over,   a  complete  physical  examination  report 
is  required.     For  40  years  of  age  or  under,    a  nonmedical  application  may  be 
used.     RH  policyholders  are  not  eligible  to  apply  for  this  provision. 

Under  certain  conditions,    a  waiver  of  premiums  may  be  obtained, 
which  goes  into  effect  if  and  when  continuous  total  disability  has  existed  for 
six  or  more  consecutive  months.     No  premiums  need  be  paid  thereafter  so 
long  as  the  disability  lasts. 

Insurance  records  are  maintained  in  three  Veterans  Administration 
Insurance  offices.     The  addresses  of  these  offices  are: 

Veterans  Administration  District  Office 
5000  Wissahickon  Avenue 
Philadelphia  1,   Pa. 
Mail:    Post  Office  Box  8079 
Remittances:    Post  Office  Box  7787 

Veterans  Administration  Center 

Fort  Snelling 

St.    Paul  11,    Minn. 
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Veterans  Administration  Center 
Denver  Federal  Center 
Denver  25,    Colo. 


Additional  information  about  National  Service  Life  Insurance  may  be 
obtained  from  any  Veterans  Administration  office. 


SMALL -POLICY  LIFE  INSURANCE 

Up  to  this  point,    standard  forms  of  insurance  offered  as  individual 
policies  in  amounts  of  $1,  000  or  more  have  been  considered.     A  farmer  may 
obtain  such  insurance  on  his  own  life  as  term  or  ordinary  life  insurance,    or 
perhaps  as  limited-pay  life  or  endowment  insurance  to  fit  special  circumstances. 
In  many  instances,    insurance  obtained  under  the  standard  policy  forms  will 
fit  the  needs  of  a  farm  family. 

Often,    however,    a  farmer,    and  particularly  a  young  farmer  just 
starting  out  for  himself,   has  all  of  his  funds  and  available  credit  tied  up  in 
his  farming  business  and  has  little  or  nothing  to  spare  for  an  unexpected  emer- 
gency.    In  these  circumstances,   he  may  want  insurance  protection  against 
the  expenses  that  would  be  caused  by  a  death  in  his  family.     Otherwise,   he 
might  have  to  meet  such  an  emergency  by  using  savings  he  had  accumulated 
for  some  other  necessity,    or  by  going  into  debt.     For  this,   he  would  need  a 
small  amount  of  insurance  on  each  member  of  the  family,   instead  of  himself 
only. 

Although  protection  rather  than  savings  is  the  chief  feature  of  term 
and  ordinary  life  insurance,    ordinarily    neither  of  these  types  of  policies  can 
be  obtained  in  amounts  of  less  than  $1,  000.     The  kind  of  insurance  mentioned 
in  the  preceding  paragraph  is  often  called  burial  insurance.     It  is  discussed 
later  in  this  publication.     If  the  farmer  can  afford  additional  insurance,    after 
buying  a  snaall  policy  on  each  dependent  member  of  his  family,   he  should  have 
it  on  his  own  life  rather  than  on  the  lives  of  those  who  depend  upon  him  for  a 
living.     As  the  death  of  more  than  one  dependent  at  any  one  time  is  improbable, 
if  he  has  a  modest  reserve  fund  in  some  form  he  may  not  need  to  carry 
insurance  on  the  children's  lives. 


Group  Life  Insurance 

The  life  insurance  so  far  discussed  is  obtained  under  policies  that  are 
applicable  to  given  individuals,    each  of  whom  pays  his  own  premium  and  holds 
his  own  policy.     Under  certain  circumstances,    life  insurance  may  be  obtained 
also  under  a  policy  that  is  applicable  to  a  whole  group  of  individuals,    such  as 
the  employees  of  a  given  employer  or  the  members  of  a  given  organization. 
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The  earliest  use  of  group  life  insurance  was  to  provide  a  limited  amount  of 
insurance  protection  to  all  or  most  of  the  workers  serving  a  given  employer. 
This  is  still  the  most  common  form.     But  in  recent  years,   group  insurance  has 
been  made  available  also  to  certain  farmers  through  the  cooperative  marketing 
and  purchasing  associations  of  which  they  are  members. 

When  group  life  insurance  is  available  to  farmers  in  connection  with 
some  cooperative  activity,   it  usually  is  in  amounts  too  small  to  be  adequate. 
For  this  reason,    this  form  of  insurance  is  included  here  as  small-policy  life 
insurance,    even  though  it  is  usually  written  on  the  principal  wage  earner 
rather  than  on  his  dependents  and  may  be  in  amounts  that  provide  other  pro- 
tection in  addition  to  taking  care  of  funeral  expenses. 


General  Plan 

Many  employers  now  provide  life  insurance  for  all  or  certain  classes 
of  their  employees.     For  such  insurance,    most  insurance  companies  require 
that  all  those  to  be  insured  be  employed  by  the  same  person  or  firm,    and  that 
there  be  some  certain  way  of  deciding  which  employees  shall  be  insured.     This 
is  to  lessen  the  risk.     To  get  this  group  life  insurance,    the  employer  supplies 
the  insurance  company  with  a  list  of  the  employees  to  be  covered,    their  ages, 
and  the  amounts  of  insurance  to  be  taken  by  each.     Usually  not  less  than  50 
persons  are  accepted  as  a  group.     Ordinarily  if,   under  the  plan  to  be  adopted, 
employees  are  expected  to  contribute  to  the  cost,    75  percent  of  them  must  be 
covered. 

Under  a  group  plan,    tne  age  distribution  of  the  insured  group  is 
expected  to  remain  substantially  as  it  was  when  the  group  was  first  insured. 
That  is,   it  is  assumed  that,   normally,   new  and  younger  members  will  continue 
to  come  into  the  group  plan,    and  older  ones  will  leave,    to  such  an  extent  that 
the  age  pattern  will  remain  about  the  same.     If  this  does  not  happen,    and  if 
mortality  costs  for  the  insured  group  increase  beyond  any  surplus  that  has 
been  accunaulated  from  premiums,    the  insurance  company  must  change  its 
rate  accordingly.     Sometimes,    the  original  premium  rate  is  guaranteed  by  a 
company  for  5  years  rather  that  for  1  year.     In  effect,    the  insurance  is  1- 
year  renewable  term  insurance,    and  the  rate  is  based  on  the  age  distribution 
of  the  insured  group. 

Under  group  insurance,    the  employer  receives  a  master  policy  from 
the  company,   which  states  in  detail  the  conditions  of  the  contract,    and  each 
insured  employee  receives  a  certificate  of  insurance  under  the  master  policy. 
The  employer  keeps  records  on  the  insurance,    and,   if  employee  contributions 
are  required,    collects  premium  payments  by  means  of  payroll  deductions. 
He  reports  and  pays  the  premium  on  the  whole  insurance  periodically  to  the 
insurance  company. 
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If  the  employer  pays  part  or  all  of  the  premium,    the  amount  of  insur- 
ance on  each  employee  is  usually  fixed  by  some  rule  that  is  related  to  the 
amount  of  wages  he  or  she  receives.     If  employees  contribute,    the  cost  to 
each  is  often  the  same  regardless  of  age.     In  some  instances,   however,    older 
employees  receive  less  insurance  for  the  same  premium  payments  than  do 
younger  employees.     When  an  employee  leaves  the  employer,   he  can  some- 
times convert  his  group  insurance  to  ordinary  life  insurance  without  medical 
examination.     In  practice,   he  does  not  often  do  this,    and  offering  this  oppor- 
tunity adds  little  to  the  cost. 

Group  insurance  has  grown  tremendously  in  recent  years.     It  is  one  of 
the  cheapest  forms  of  protection,    as  no  reserves  or  cash-surrender  values 
are  accumulated  in  connection  with  it.     Once  a  person  enters  such  a  plan,   his 
protection  remains  the  same  as  when  he  entered  and  his  cost  is  also  expected 
to  remain  the  same.     When  the  employee  shares  in  the  cost,    the  younger 
employees  pay  relatively  more  for  their  insurance  than  do  the  older  employees, 
who  usually  get  a  rare  bargain.     As  no  medical  examination  is  required,   in 
this  way  those  who  are   unable  to  pass  a  physical  examination  are  often  able 
to  obtain  some  protection  for  their  dependents. 


Group  Insurance  for  Farmers 

As  the  cost  or  price  of  life  insurance  is  supposed  to  reflect  directly 
the  mortality  rates  of  those  insured,   it  is  of  interest  that  farmers  as  a  class 
have  shown  somewhat  lower  mortality  than  have  most  other  economic  classes. 
For  example,    a  study  of  mortality  rates  by  occupation,   based  on  the  1950 
census,   showed  that  among  workers  aged  20  to  64  at  death,   farmers  and 
agricultural  workers  ranked  second  and  third  lowest,    respectively,    among  6 
occupational  groupings.    14/    Under  standard  policies,   farmers  are  regularly 
charged  the  rates,   according  to  age,    that  are  paid  by  those  in  other  employ- 
ments except  those  in  extra  hazardous  work.    15/    Under  group  life  policies, 
the  actual  charges  of  the  insurance  company  are  often  based  to  a  considerable 
extent  on  its  experience  under  each  group  policy.     Under  such  a  plan,   farmers 
should  be  able  to  get  insurance  at  a  cost  that  reflects  more  nearly  the  lower 
mortality  rates  for  their  class. 


14/    Moriyama,   I.   M.  ,    and  Guralnick,    L.     Occupational  and  Social  Class 
Differences  in  Mortality.     In  Trends  and  Differentials  in  Mortality,   Proc.  , 
Round  Table  at  the  1955  Annual  Conference,   pp.    61-73.     Milbank  Memorial 
Fund,   40  Wall  Street,   New  York  5,   New  York. 

15/    Certain  people  in  poor  health  or  working  in  hazardous  occupations  are 
called  substandard  risks  and  are  charged  rates  that  are  higher  than  the 
standard  rates  referred  to  here.     Ordinarily,   farmers  are  not  classed  as 
substandard  risks. 
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Ordinarily,   a  company  that  uses  a  given  mortality  table  uses  it  for 
calculating  premiums  for  all  occupations  alike.     As  mortality  rates  for 
farmers  appear  to  be  lower  than  those  for  many  other  occupations,   it  is  rea- 
sonable to  believe  that  the  margin  of  mortality  savings  has  been  even  more 
than  average  in  connection  with  farmer -owned  policies.     But  farmer -owned 
policies  are  probably  smaller  than  average,   which  would  tend  to  make  the 
expense  rate  on  such  policies  higher  than  the  rates  for  some  other  occupations. 
A  study  of  death  rates  by  broad  occupational  groups,   based  on  recent  data, 
together  with  an  allocation  of  overhead  expenses  by  the  same  occupational 
groups,  would  be  necessary  to  determine  the  extent  by  which  mortality 
savings  on  farm  people  are  offset  by  increased  administrative  costs.     Some 
advocates  of  mutual  insurance  argue  that  using  a  mortality  table  that  over- 
estimates claim  costs  makes  little  difference,   as  the  excess  is  returned  to 
policyholders  in  the  form  of  dividends.     But  this  does  not  take  into  account 
any  difference  in  net  costs  that  may  exist  between  rural  and  urban  people. 

However,   if  through  group -insurance  arrangements  with  mutual 
companies,   farmers  can  have  their  insurance  experience  separated  from  that 
for  other  occupations  so  that  their  dividends  are  based  on  insurance  experience 
alone,   it  would  seem  that  their  net  costs  might  be  reduced  to  some  extent. 
Of  course,    a  reduction  may  be  had  through  participating  (dividend -paying) 
policies,   when  they  are  offered  by  stock  companies  under  an  "experience- 
rating"  plan;  or  through  taking  insurance  from  a  company  operated  mainly 
for  farmers,   provided  the  savings  in  cost  are  reflected  in  the  rates. 

Most  of  the  larger  companies  that  specialize  in  group  life  insurance 
require  that  the  insured  persons  in  the  group  be  employees  of  the  same 
employer,   and  that  this  employer  pay  part  of  the  premiums.     It  is  possible, 
however,    to  obtain  group  life  insurance  in  several  forms  from  smaller  com- 
panies (1)  when  employees  of  a  certain  employer  wish  to  organize  to  obtain 
insurance  without  having  the  employer  take  part,    or  (2)  when  cooperative 
members  want  to  obtain  it  in  connection  with  some  other  activity. 

It  is  almost  necessary  that  the  cooperative,  whether  it  is  engaged  in 
marketing  or  in  purchasing,   have  returns  or  savings  to  distribute  to  members, 
from  which  the  premium  payments  can  be  deducted  periodically.     One  small 
purchasing  cooperative,   for  example,    charges  the  insurance  premiums  to  the 
members  each  month  and  transmits  the  total  premiums  to  the  insurance 
company,   which  guarantees  a  refund  of  any  uncollectible  accounts  that  may 
be  incurred.     The  collection  and  transmittal  of  premiums  by  the  cooperative 
office  avoids  the  expense  to  the  company  of  dealing  with  many  small  accounts. 

From  the  standpoint  of  the  insurance  company,    the  difficulty  of  dealing 
with  cooperative  memberships  is  that  those  in  impaired  health  or  at  advan r-d 
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ages  naturally  want  insurance,   while  many  younger  and  more  healthy  persons 
may  not  be  interested  in  it.    Because  of  this,   it  is  necessary  for  the  cooper- 
ative to  include  the  whole  or  most  of  its  membership  in  the  group  policy.     This 
mass  action  may  be  difficult  to  bring  about.     Obviously,   if  the  insurance  pre- 
miums are  to  be  low,    the  company  must  be  relieved  of  the  expense  of  selling 
the  insurance  as  well  as  collecting  the  many  small  premiums. 


Marketing  Cooperatives 

Under  group  plans  for  farmers,    the  unit  of  coverage  is  usually  the 
local  cooperative.     In  one  plan,   introduced  by  a  poultry  and  egg  cooperative, 
for  example,    75  percent  of  the  members  of  the  local  must  take  the  insurance. 
Insureds  between  the  ages  of  10  and  45  pay  84  cents  a  month,   or  $10  a  year, 
for  $1,  000  of  protection.     Those  who  enter  at  ages  beyond  45  years  pay  the 
same  premiums  as  younger  members,   but  they  have  somewhat  less  insurance; 
and  those  who  enter  at  age  70  or  above  get  only  $100  of  insurance,    to  serve 
as  a  burial  fund.     In  all  instances,    the  amount  of  insurance  granted  at  the  time 
of  entry  remains  unchanged,    regardless  of  the  member's  advancing  age.     Upon 
proper  authorization,    the  premiums  are  paid  to  the  insurance  com.pany  by  the 
association  through  deductions  from  the  members'  weekly  settlement  checks. 
Upon  notice  of  death  of  an  insured  member,    the  association  immediately  sends 
its  own  check  for  the  amount  of  the  insurance  to  the  beneficiary.     It  then  draws 
a  reimbursing  draft  upon  the  insurance  company  for  a  similar  amount.     These 
methods  of  handling  premium  and  beneficiary  payments  cause  the  members  to 
look  upon  the  association,   rather  than  the  underwriting  commercial  insurance 
company,    as  the  insurer. 

Purchasing  Cooperatives 

In  cooperation  with  one  insurance  company,    10  cooperative  purchasing 
groups  in  Minnesota  and  Wisconsin  now  make  patronage  group  life  insurance 
available  to  their  members.     In  mid-1958,   members  of  these  10  cooperatives 
had  about  $2,  5  million  of  patronage  group  life  insurance  in  force.     Under  the 
arrangement,   members  of  a  cooperative  are  given  automatic  life  insurance 
based  on  the  amount  of  their  purchases  through  the  association  the  previous 
year.     No  physical  examination  is  required,    death  from  all  causes  is  covered, 
and  members  at  any  age  are  insured.     As  mortality  rates  increase  with  age, 
an  older  member  does  not  receive  the  same  amount  of  insurance  as  a  younger 
member  for  the  same  dollar  volume  of  merchandise  bought  through  the  coop- 
erative.    For  example,    a  member  35  years  old  who  bought  $400  worth  of 
merchandise  through  one  of  these  cooperatives  last  year  received  70  percent 
of  that  amount,    or  $280  worth  of  insurance  this  year,    as  a  patronage  dividend; 
whereas  a  member  aged  46  who  bought  the  same  amount  of  goods  received 
only  $220.     The  purchases  considered  for  insurance  are  limited  to  a  total  of 
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$1,  000  for  each  membero     But  a  member  may  transfer  purchase  credits  in 
excess  of  $1,  000  to  other  members  of  his  household.     The  cooperative  makes 
a  single  annual  payment,   in  advance,    to  the  insurance  company  to  cover  the 
premium  payments  for  all  members. 

A  purchasing  cooperative  that  wants  to  adopt  such  a  plan  is  asked  to 
send  in  to  the  insurance  company  a  list  of  its  members  with  their  addresses, 
and  the  total  amount  of  their  individual  purchases  during  the  previous  year. 
Claims  paid  by  the  company  are  based  on  purchases  as  given  on  this  list. 
If  the  mortality  experience  has  been  favorable,    a  part  of  the  premium  is 
returned  to  the  cooperative  at  the  end  of  each  policy  year. 

The  insurance  company  has  the  right  to  examine  the  entries  of  pur- 
chases by  members  on  the  books  of  the  cooperative.     Either  the  association 
or  the  company  may  cancel  the  contract  at  the  end  of  specified  periods  by 
giving  the  other  party  30  days'  notice. 

Under  a  somewhat  different  plan  offered  by  another  cooperative, 
insurance  is  provided  for  members  of  the  family  besides  the  farmer.     The 
wife  and  all  children  under  18  are  also  covered  for  small  amounts  depending 
on  the  volume  of  family  purchases;  in  the  case  of  the  children,    their  ages 
are   considered.     For  example,    a  farmer  aged  between  18  and  40  who  bought 
$400  worth  of  merchandise  through  this  cooperative  will  receive  only  50 
percent  of  that  amount,    or  $200,    as  insurance  -  instead  of  70  percent,   as  in 
the  earlier  example.     If  he  is  40  or  older  at  the  time  he  begins,   his  insurance 
will  be  less  than  $200  -  how  much  less  will  depend  upon  his  age.     But,    regard- 
less of  age,   his  wife  will  be  insured  for  an  amount  equal  to  15  percent  of 
purchases  ($60),    and  each  child  will  be  insured  for  an  amount  ranging  from 
5  to  15  percent  of  purchases,    depending  on  their  ages.     These  amounts  placed 
on  the  children  increase  by  age  groups.     The  benefits  to  the  wife  and  children 
are  thus  unrelated  to  their  death  rates,   which  increase  each  year  after  age 
10,   but  the  older  members  are  relatively  few  in  number  and  as  their  purchases 
are  often  small,    their  insurance  is  small.     Furthermore,    the  chances  that  an 
older  member  will  have  lost  his  wife  is  greater  than  for  younger  men,    and  the 
chances  that  he  does  not  have  children  under  18  are  even  greater. 


Industrial  Insurance 

A  form  of  insurance  usually  called  industrial  insurance  is  used 
chiefly  by  industrial  workers,    but  farmers  also  use  it  to  some  extent.     Usually, 
it  is  obtained  in  amounts  of  $500  or  less,    and  premiums  are  collected  weekly 
at  the  home  of  the  insured  by  an  agent  of  the  company.     It  is  sometimes 
referred  to  as  "family  insurance.  "    The  face  amounts  of  policies  are  adjusted 
to  the  payments  that  can  be  paid  in  multiples  of  5  cents.     Under  this  plan,    for 
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a  small  weekly  payment,    each  mem.ber  of  the  family  can  be  insured  for  a 
small  amount;  whereas  in  standard  policies  larger  atnounts  of  insurance  are 
involved  and  usually  only  the  head  of  the  family  is  insured. 

Rates 

For  payments  of  5  cents  a  week,    a  person  3  5  years  old  may  obtain 
from  one  large  company  $60  of  whole -life  insurance,    which  is  paid  up  by  the 
time  he  reaches  6  5  years.     This  means  that  he  does  not  make  payments  after 
that  age,    although  the  insurance  will  continue  until  his  death,   unless  he  sur- 
renders it  for  its  cash  value.     Weekly  premiums  of  25  cents  would  provide 
$300  worth  of  protection.     The  cash  value  of  the  $300  policy  would  be  $28  at 
the  end  of  5  years,   $65  at  the  end  of  10  years,   $104  at  the  end  of  15  years,   and 
$143  when  the  insured  is  55  years  old,    or  at  the  end  of  20  years. 

Payments  of  5  cents  a  week  will  buy  from  the  same  com.pany  $50  worth 
of  insurance  on  a  child  who  is  a  year  old.     By  continuing  these  payments,    the 
protection  is  increased  to  $147  the  second  year,    at  which  sum  it  remains  for 
life  if  premium  payments  are  continued.     The  policy  is  paid  up  at  age  65.      For 
10  cents  a  week,    the  child  may  be  insured  for  double  these  amounts.     The 
latter  policy  would  have  a  surrender  value  of  $1  at  the  end  of  5  years,    $15  at 
the  end  of  10  years,    $31  at  the  end  of  1  5  years,    and  $46  after  20  years,    or 
after  the  child  reaches  the  age  of  21. 

Comparative  Cost 

Farmers  who  have  industrial  insurance  or  who  think  of  buying  it 
should  bear  in  mind  that  the  cost  of  this  form  of  protection  is  relatively  high 
compared  with  that  of  term  or  ordinary  life  insurance  obtained  under  standard 
policy  forms.     It  is  insurance  at  retail  to  an  extreme  degree,    and  the  agent 
must  be  paid  for  making  the  weekly  collections.     More  office  transactions  are 
involved  and  in  computing  the  premium  payments,    a  relatively  high  death  rate 
is  assumed.     The  high  mortality  experience   is  due  partly  to  the  fact  that  no 
medical  examination  is  required  of  applicants,    and  partly  to  the  further  fact 
that  many  people  who  have  the  insurance  do  not  receive  the  medical  attention 
that  would  maintain  their  health. 

Agents  sometimes  suggest  that  premiums  be  paid  less  often  than 
weekly;  this  is  particularly  true  on  country  "debits"  or  routes.     If  the  insured 
agrees,   he  is  probably  losing  one  of  his  chief  reasons  for  taking  this  insurance  - 
that  is,    that  he  can  get  it  for  the  weekly  payment  of  small  premiums  -  yet  he 
ib  paying  the  same  amount  for  the  insurance  that  he  would  pay  if  it  meant  high 
rollection  costs  to  the  company. 
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Annual  Payment  of  Premiums 

Some  of  the  companies  permit  a  yearly  payment  of  the  premium  to  the 
district  office  in  advance,   in  which  case  a  reduction  of  10  percent  is  given  to 
the  insured  at  the  end  of  the  year.     If,    under  these  conditions,    the  company 
issues  a  dividend  to  its  industrial  policyholders  during  the  year  by  skipping 
the  premium  collections  for  several  weeks,    the  insured  must  take  or  send  his 
premium  book  to  the  local  office  of  the  company  in  order  to  get  credit  for  his 
dividend.     Upon  receiving  credit  on  his  premium-receipt  book  for  the  dividend, 
he  pays  only  enough  premium  to  carry  the  policy  for  the  rest  of  the  52 -week 
period.     For  example,   if  the  dividend  credit  was  for  6  weeks'  premiums,   he 
may    pay  only  for  46  weeks  and  get  credit  for  52  weeks. 

Farmers  who  receive  the  bulk  of  their  income  from  the  marketing  of 
a  principal  cash  crop  should  be  able  to  arrange  for  the  annual  insurance  pay- 
ments on  industrial  as  well  as  standard  policies;  thus  they  will  save  money. 
If  all  policies  bear  the  same  anniversary  date,   it  may  be  difficult  to  make  the 
payments  on  all  policies  at  the  same  time.     It  is  easier  if  the  payments  are 
staggered.     This  can  be  done  by  paying  the  premiums  on  different  policies 
for  different  numbers  of  months  in  the  first  place,    and  after  that  paying  a  full 
year's  premium  on  each  policy  when  the  next  payments  become  due.     Those 
who  have  industrial  policies  should  ask  the  advice  of  their  agents  in  this  matter. 

Surrender  of  Policies 

If  a  policy  has  been  in  force  for  5  years  (3  or  2  years  in  the  case  of 
some  companies),   it  has  a  cash-surrender  value.     A  schedule  of  these  values 
appears  in  the  policy,   from  which  the  amount  available  can  be  determined  by 
the  number  of  years  it  has  been  in  force.     If  a  policy  is  cashed  between  anni- 
versary dates,   most  companies  pay  a  surrender  value  that  is  proportional  to 
the  time  elapsed  between  anniversary  dates.     For  example,   if  a  policy  has 
been  in  force  for  13  1/2  years,   its  surrender  value  is  about  halfway  between 
the  values  shown  for  13  and  14  years.     If  the  company  does  not  grant  an 
"interim"  surrender  value,   there  is  an  advantage  in  waiting  until  the  next 
anniversary  date  to  cash  the  policy.     Another  advantage  is  that  the  dividends 
of  the  mutual  company  are  distributed  to  policyholders  on  such  dates.     Re- 
member,   also,    that  premiums  are  paid  in  advance.     If  a  policyholder  wants 
to  cash,  his  policy  for  its  surrender  value,    and  another  annual  premium  is  due 
soon,    the  cash  value  shown  in  the  policy  is  due  him  -  without  payment  of  the 
next  premium. 


Burial  Insurance 

The  main  purpose  of  most  forms  of  life  insurance  in  small  amount.*:: 
to  provide  a  fund  that  will  meet  the  expenses  of  the  deaths  of  those  who  are_ 
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insured.     Usually,   under  present  customs  regarding  funerals,   neighborhood 
help  at  such  times  is  not  sxifficient  and  ordinarily,    the  possibility  of  a  pauper's 
burial  is  looked  upon  with  abhorrence. 

The  life  insurance  association  that  offers  small  benefits  primarily 
to  meet  burial  expenses  and  depends  on  assessments  after  the  death  of  the 
insured  for  funds  with  which  to  pay  the  claims,   was  one  of  the  earliest  forms 
of  insurance.     But  the  experience  of  these  assessment  associations  (known  also 
as  assessment  life,   mutual  aid,   beneficial,    and  benevolent  associations), 
which  pay  benefits  in  cash,   has  been  unfortunate.     At  one  time,    they  were 
numerous,   but  most  of  them  have  gone  out  of  existence,    and  in  many  States 
such  associations  are  no  longer  permitted  to  organize. 

Laws  in  certain  Southern  States,   however,   permit  the  operation  of 
another  type  of  burial  association.     These  associations  are  managed  by  under- 
takers,  or  by  companies  that  contract  for  the  services  of  undertakers  and  pay 
benefits  in  funeral  goods  and  services.    16/ 

Insurance  offered  by  an  assessment  association  of  either  type  men- 
tioned above  and  that  offered  by  an  old -line  or  legal -reserve  company  (many 
of  which  also  write  industrial  insurance)  differ  mainly  in  the  matter  of 
reserves.    17/    The  legal -reserve  company  charges  a  premium  that  is  calcu- 
lated to  take  care  of  all  future  claims  of  the  insureds  at  a  particular  age, 
whereas  the  assessment  association  relies  on  its  power  of  increasing  assess- 
ments,  in  either  amount  or  numiber,    to  take  the  place  of  reserves.     Many 
associations  of  the  cash-benefit  type  found  that  bringing  in  new  members  did 
not  prevent  a  pronounced  increase  in  the  average  age  of  the  membership.     The 
resulting  higher  mortality  rates,   with  the  mounting  assessments  required  to 
naeet  death  claims,   meant  the  end  of  m.any  such  associations.     Others  have 
been  merged  into  stronger  organizations,    or  their  rates  have  been  placed  on 
a  sounder  basis. 


Southern  Insurance  Organizations  That  Pay  Benefits 
in  Funeral  Goods  and  Services 

A  recent  development,    chiefly  in  the  South,    involves  a  form  of  small - 
policy  life  insurance,   which  offers,    through  what  are  known  as  burial  associa. 
tions  or  companies,   insurance  certificates  that  are  payable  in  funeral  goods 

16/  Most  State  laws,   like  those  of  Florida,   Georgia,   Kentucky,   South  Caro- 
lina,   and  Virginia,    require  that  all  insurance  benefits,    regardless  of  amount 
must  be  paid  in  cash.     This  prevents  the  organization  of  burial  associations 
that  pay  benefits  in  funeral  merchandise  and  services. 

17/  The  way  in  which  reserves  are  calculated  by  legal -reserve  companies 
is  discussed  elsewhere  in  this  report. 
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and  services.     Most  of  these  associations  were  organized  by  undertakers  to 
protect  themselves  from  uncollectible  accounts,   or  as  a  way  to  increase  their 
part  of  the  funeral  business.     The  number  of  burial  insurance  organizations 
and  their  memberships  have  increased  since  about  1938.     Apparently,    many 
persons  like  the  idea.     Moreover,   when  one  undertaker  forms  an  association, 
other  undertakers  in  the  vicinity  find  that  they  must  do  likewise.     At  first, 
members  were  mainly  low-income  people,   but  more  recently  many  persons 
in  fairly  favorable  circumstances  have  bought  this  insurance.     Farm  people 
In  particular  appear  to  want  it. 

On  December  31,    1957,   the  membership  in  Arkansas  organizations  of 
this  kind  equaled  60  percent  of  the  civilian  population  of  the  State,    as  given  in 
the  1955  census.     The  comparable  figure  for  North  Carolina  was  36  percent. 
On  February  29,    1956,    there  were  2,  015,  797  members  of  burial  associations 
in  Mississippi,   which  amounted  to  96  percent  of  the  1955  population.     Large 
proportions  of  these  members  are  farmers.     Officials  of  practically  every 
one  of  26  associations  that  were  asked  for  information  on  this  point  in  1944 
(the  latest  data  available)  estimated  that  more  than  half  their  members  were 
farmers.     The  estimate  commonly  given  was  that  anywhere  between  65  and  85 
percent  of  the  assessment  notices  were  mailed  to  R.   F.   D.    addresses.     For 
example,   an  association  in  a  Tennessee  town  with  a  population  of  about  700 
had  a  membership  of  more  than  5,  000.     Obviously,   most  of  the  menabers 
lived  in  the  surrounding  countryside. 

These  insurance  organizations  are  regulated  to  some  extent  and  are 
examined  by  some  public  authority  in  all  States  except  Tennessee.     Most  of 
the  undertakers  in  Arkansas,   Louisiana,   Mississippi,   North  Carolina,   Ten- 
nessee,  Texas,   and  probably  Oklahoma  have  their  own  associations.     Under- 
takers in  Alabama  either  have  their  own  associations  or  have  contracts  with 
"service  insurance"  companies  to  perform  the  funeral  services  connected 
with  settlement  of  claims.     These  service -insurance  conapanies  are  legally 
independent  of  funeral  establishments.     Information  with  respect  to  the  oper- 
ations of  these  burial  organizations,   which  pay  benefits  in  funeral  goods  and 
services,   is  given,   by  States,   in  table  12. 


Related  Developnaents  in  Other  Parts  of  the  Country 

Before  discussing  in  further  detail  the  operations  of  these  organiza- 
tions in  the  South,    a  brief  summary  of  kindred  developments  in  other  parts  of 
the  country  may  be  of  interest.     Prominent  among  these  developments  are: 
(1)  Cooperative  funeral  associations,   as  subsidiary  co-ops  of  parent  purchasing 
and  consumer  cooperatives  and  (2)  collective  bargaining  for  funerals  at  reduced 
rates. 


50 


as 

a 


CO 
CO 

C 

o  ^ 

a;  W) 

c  •»-> 

rt  cd 

u  u 

c  o 

•r-t 

0)  (D 

.^  o 

<a 
m 


IB 

X!    -^ 


0)  0) 

^  o 

-2  > 

CD  OJ 

a>  o 

M 


Cd 


w  C 
o  '^ 
a  -I 

o  _g 

0 
o 

c 

03 

w 
c 

1 


S-i 
W 


a 

1     lO 

c 

•rH 

-^     Lfl 

I  -^ 

Xi 

c:  S 

0 

c 

(U    2     <D 

(U 

O                 -M 

oi 

o 

0) 

^   'S    t'S 

!h 

X! 

s  °  .^ 

3 

a> 

B 

a  a;  ^ 

O 

a 

PU 

OS      1^ 

O    -in 


■u 

CO 

0 

!h 

o 

S 

0 

o 

a 

r-H 

?^ 

O 

v-1 

0 

U 

s 

0 

O      0 


Cfl 
0 

s 

0 


cc 

CQ     (U 


m 

O     ^1 

o    cd 
O  ;rl 

_r  ° 

,-1  -Q 


o    ;^ 
o    cd 

-  o 


o    cd 

O      ,-H 


o 

C 

■i-H 

cd 

cd 

a 

o 

S 

o 

CO 

o 
o 

CO 

u 

< 

o 

13 

0 
T3 

o 

CD 


Nl 


CO 


^1 


o 


C33 

o 


o 
o 

in 


0 


Nl 


05 

o 


en 


CD 
in 


CO 
CO 


03 


CO 

o 


o 

CO 

^1 


CO 

CO 


lO 

03 


CD 

02 


oal 


CO 

in 
o 


CO 

c- 

•* 

in 

CM 

(^q 

^ 

■( 

in 

^ 

c- 

CSI 

CSl 

CD 

T— } 
O 


CM 
CO 


CD 

in 

c^ 


J^ 

cd 

o 

CJ 

o               4 

i^ 

0 
Q 

0 
Q 

Q             t 

1 
1 

1 
1 
1 

0 

"cd 

cd 

B 

cd 

XI 
cd 

CO 

cd 

CO 

cd 
c 
cd 

Ul 

< 

CO 

•rH 

D 
O 

CD 
CO 


CD 

o: 

CD 


CM 


CO 

in 


CD 

CD 


in 

en 


o 
0 

Q 


r-i 

ml 

a 

& 

rH 

CO 

c 

■l-l 
•— c 

cd 

s 

o 

Xi 

CO 

^  s 

CO 

"^    r1 

cd 

,—1 

o  U 

^ 

% 

^ 

o 

Ml 


(Ml 


ml 

0 
0 

CO 

CO 

0 

c 

c 

0 


CSl! 


csil 


o 

CO 


m 

05 


tUD 


CO 

cd 
X 

0 


0 
o 
d 

CO 

d 

0 

0 

> 

0 

CO 

u 
o 


0 
i- 


0 

d 
0 

cd 
a. 

-c 
d 
cd 

CO     CO 

d   d 
o   o 

•rH      •rH 

"cd  "cd 

•M      -rH 
O        O 

o  o 

CO     CO 
CO     CO 

cd    cd 

-C    CM 

cd 
I    0 


5  =« 
B  o 

^  d 

o 


CO 

d 
o 

"cd 

-rH 

0    cd 

?^    = 
cd    0 

05 

B  d 
o  -^ 

CO 


0 

"c 
0 
o 

0 
&. 


O   -G 
cd 

to      rH 
0      -d 


0    Xi 

XI    cS 


o  S 

^« 

s  § 

y      Cd 

•rH        N 

. — I      'r-t 

o    d 
a  cd 

O 


o  -p 

.5i 


•2  ^ 

•rH 

as 

•  d  B 

»   c  cr. 

-r^  -a  G 
5^  0  aj 
■,l1    CO     0 

o  cd  x: 
Ph  K  E- 


!h 

Cd  ^ 

"^1  a  CMJcol-^lml 
cd 


51 


Cooperative  Funeral  Associations  18/ 

At  least  24  associations  operating  in  the  fall  of  1958"  were  called 
cooperative  funeral  associations.     They  were  located  as  follows:    Iowa,    6; 
Minnesota,    10;  South  Dakota,    6;  and  Wisconsin,  2.     These  associations  do  not 
collect  regular  premiums  from  which  to  pay  for  the  funerals  of  members. 
They  merely  give  their  members  an  opportunity  to  buy  the  funeral  services 
from  or  through  the  association  at  a  reduced  price.     Some  buy  their  caskets 
cooperatively  and  employ  local  undertakers  to  conduct  funerals;  but  most  of 
them  maintain  funeral  homes  and  sell  a  complete  funeral  service  to  members. 

Most  of  these  associations  are  in  small  towns  and  villages.     Each  of 
those  more  recently  organized  operates  in  a  whole  county  or  more,   whereas 
the  earlier  associations  had  members  within  a  radius  of  only  20  to  35  miles 
around  the  town  in  which  its  funeral  home  was  located.     To  be  eligible  to 
buy  the  services  of  one  of  these  funeral  associations,    a  person  belonging  to 
the  parent  cooperative  must  join  the  funeral  association  and  pay  a  member- 
ship fee.     This  fee  is  usually  $5  or  $10.     In  most  instances,    the  membership 
certificate  entitles  the  family  to  buy  funeral  services  for  any  member  of  the 
family  at  the  special  rates  of  the  association.     Most  of  the  associations  set 
the  price  of  funerals  as  low  as  is  reasonably  possible. 

Contracts  With  Undertakers 

A  movement  toward  prearranged  funerals  through  "memorial  asso- 
ciations" has  not  yet  spread  to  rural  areas.     But  the  increase  in  number  and 
membership  of  these  associations,   particularly  on  the  west  coast,   indicates 
widespread  interest.     As  farm  organizations  may  want  to  consider  sponsoring 
similar  associations  to  serve  their  members,    a  description  of  one  of  these 
plans  may  be  appropriate. 

One  memorial  association  contracted  with  a  mortuary  for  cremations, 
with  no  embalming,    at  $100  each,   followed  later  by  a  simple  memorial 
service  or  gathering  at  church  or  in  the  home.     When  the  time  of  great 
emotional  stress  comes,   families  may  be  tempted  to  overspend  "out  of  res- 
pect for  the  dead.  "    Prearrangement  is  this  association's  solution  of  the 
problem. 

A  new  feature  of  the  plan  is  the  inclusion  of  life  insurance  with  each 
$1  on  deposit.     Less  insurance  is  included  at  the  older  than  at  the  younger  ages. 


18/    Additional  information  on  cooperative  burial  associations  may  be 
obtained  from  the  Cooperative  League,    343  S,   Dearborn  Street,   Chicago  4, 
Illinois. 
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A    member  under  age  55  gets  $1  worth  of  insurance  for  each  $1  on  deposit. 
Thus,   his  $100  fund  is  guaranteed  by  a  $50  deposit.     At  the  older  ages,    the 
following  deposits  are  required,    along  with  the  insurance,    to  make  up  a  $100 
fund  -  ages  55  to  59,    $60;  ages  60  to  64,    $70;  and  ages  65  to  69,    $80. 


Operating  Methods  and  Problems  of  Insurance  Organizations  That 
Pay  Benefits  in  Funeral  Goods  and  Services 

Burial  Associations  and  Companies  Operated  by  Undertakers 

Two  types  of  burial  organizations  are  operated  by  undertakers  - 
assessment  associations  and  stipulated -premium  companies.     The  assess- 
ment associations  may  increase  either  the  amount  or  the  number  of  their 
assessments  for  a  given  year.     Thus,   in  effect,    they  may  increase  the  rates 
on  outstanding  certificates,   if  it  is  found  that  the  income  from  assessments 
is  not  enough  to  pay  claims.     The  stipulated -premium  companies  charge 
fixed  payments,    and  these  payments  may  not  be  increased  on  existing  policies, 

Assessnaent  associations  usually  make  their  assessments  4,    6,    or  8 
times  a  year.     An  individual  association  usually  levies  the  same  number  of 
assessments  each  year.     If  a  member  pays  several  assessments  in  advance, 
his  receipt  is  for  specific  assessments  (by  number)  and  not  for  a  period  of 
time.     Thus  the  association  retains  the  right  to  make  extra  levies.     The  stip- 
ulated-premium  companies  collect  their  premiums  monthly. 

Although  it  is  often  housed  in  the  same  building  with  an  undertaking 
establishment,    technically  the  insurance  association  or  company  is  separate 
from  the  funeral   business. 

A  few  assessment  associations  have  both  white  and  nonwhite  divisions. 
This  is  true  in  lesser  degrees  of  the  stipulated-premium  companies.     A  non- 
white  undertaker  usually  has  his  own  association  and  serves  his  own  race. 
Usually,    when  a  stipulated-premium  company  has  both  white  and  nonwhite 
divisions,    it  charges  the  nonwhites  higher  rates  or  reduces  their  benefits 
because  death  rates  among  nonwhites  are  higher  than  the  death  rates  of  white 
persons.     Experience  in  industrial  insurance  has  substantiated  this. 

Membership 

No  medical  examination  is  required  to  obtain  insurance,    but  questions 
in  regard  to  the  age  and  condition  of  the  health  of  an  applicant  appear  on  the 
application  for  membership.     The  most  common  membership  fee  is  25  cents, 
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and  these  fees  usually  go  to  the  agent.     Women  are  insured  on  the  same  basis 
as  men.     Only  a  few  of  the  larger  associations  and  companies  have  investi- 
gators to  check  on  the  applications  turned  in  by  agents. 

Many  associations,   particularly  those  organized  in  more  recent  years, 
at  first  accepted  members  up  to  advanced  ages,   but  they  have  since  reduced 
the  acceptable  maximum  age.     Those  that  still  accept  the  older  members 
often  require  that  each  such  new  member  bring  a  specified  number  of  younger 
members  of  the  family  into  the  association.     An  association  in  Tennessee, 
for  example,    at  first  accepted  applicants  up  to  age  80  but  later  reduced  the 
highest  acceptable  age  to  59. 

Relatively  few  members  have  dropped  out  of  these  assessment  burial 
associations.     This  may  be  explained  by  the  relatively  low  assessments, 
particularly  for  the  older  ages,    and  by  the  confidence  of  the  members  in  the 
associations.     As  a  result,    the  average  age  of  the  bulk  of  the  membership 
in  an  association  is  likely  to  increase,    even  though  new  members  continue  to 
be  brought  in.     Farmers,   in  particular,    are  inclined  to  retain  their  member- 
ship.    The  advancing  average  age  of  the  membership  is  likely  to  become 
pronounced  as  an  association  that  has  expanded  rapidly  becomes  older  and  the 
number  of  prospects  for  members  in  the  vicinity  declines. 

The  average  age  of  members  of  the  stipulated -premium  companies 
that  issue  family  as  well  as  individual  policies  tends  to  be  somewhat  lower 
than  that  of  m.embers  of  assessment  associations.     Under  one  company's 
1  fam.ily  policy,    all  members  of  the  family  under  60  years  of  age  are  insured 
I  at  a  cost  of  $1  a  month.     Other  companies  with  family  policies  have  pre- 
:  scribed  limits  of  6  or  7  persons  a  family  for  the  $1  rate.     Bringing  in  younger 
members  of  families  along  with  the  older  ones,   under  family  policies, 
obviously  helps  to  hold  down  the  average  age  of  the  membership  as  a  whole, 
but  it  means  substantial  inequities  in  cost  as  between  small  and  large  families. 

1  Payment  of  Claims 

Each  insurance  organization  offers  its  own  "association  funeral,  " 
\  which  ordinarily  includes  a  standard  casket,    embalming,   hearse  service 
\  within  50  or  75  miles,    grave  clothing  or  cloak,    and  in  fact  everything  except 
t  the  grave  plot,    opening  and  closing  the  grave,    and  gift  to  the  minister.     Ordi- 
I  narily,    no  other  undertaker  may  be  substituted  for  the  funeral  director  who 
I  operates  the  insurance  organization. 

The  cost  of  a  funeral  is  based  on  the  price  of  the  casket.     The  services 
i  are  the  same  for  all  funerals  offered.     Because  of  legal  or  regulatory  limita- 
'  tions  as  to  the  amount  for  which  a  certificate  may  be  issued  -  $100  in  Tennessee, 
'  $150  in  Texas  and  Mississippi,    $200  in  North  Carolina  ($50  for  ages  1  to  9) 
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and  Oklahoma  ($50  for  ages  less  than  7  and  over  70),    and  $500  in  Alabama, 
Arkansas,    and  Louisiana  -  the  association  funeral  is  often  the  least  expen- 
sive,   or  one  of  the  lowest  cost,    funerals  offered  by  the  sponsoring  under- 
taker.    This  situation  may  result  in  a  temptation  to  try  to  sell  a  higher 
priced  funeral  than  the  insurance  certificate  provides.     The  beneficiary  must 
either  accept  the  association  funeral,    or  buy  a  better  one  from  the  same 
undertaker.     But  there  is  keen  competition  among  associations  and  companies 
to  obtain  members,    and  cheap  insurance  and  better  funerals  are  the  induce- 
ments offered. 

Costs  and  Benefits 


Most  of  the  burial  associations  in  Arkansas,    North  Carolina,    Okla- 
homa,   Tennessee,   and  Texas  are  of  the  assessment,    rather  than  the  fixed- 
premium,    type.     Notice  of  assessment  is  sent  by  mail  and  payments  are 
often  made  in  person.     Ordinarily,    collectors  are  not  used.     These  associa- 
tions are  characterized  by  only  a  few  age  classes,    one  of  which  may  cover 
an  age  range  of  35  or  40  years.    19^/     Typical  age  classes,    benefits,    and 
rates  for  associations  in  Arkansas  and  North  Carolina  are  shown  in  table  13. 

The  minimum  rate  for  association  members  in  Arkansas  between  the 
ages  of  2  weeks  and  30  years  is  25  cents  per  quarter  for  each  $100  of  insur- 
ance.    This  amounts  to  $1  per  $100  per  year.     The  maximum  benefit  is  $500, 
Those  who  enter  between  the  ages  of  31  and  50,    or  younger  members  who 
attain  age  31,   pay  $1.  20  per  $100  per  year.     Other  nainimum  rates,   by 
attained -age  groupings,    are  shown  in  table  13.     A  medical  examination  is 
required  after  age  80  to  obtain  insurance.     Previously,    the  rate  did  not 
increase  after  an  insured  reached  age  13.     Now  minimuna  rates  by  attained- 
age  groupings  are  set  by  the  Burial  Association  Board,    and  rate  changes  by 
an  association  must  be  approved  by  the  board. 

In  North  Carolina,    all  burial  associations  use  a  common  set  of  bylaws. 
Death  from  natural   causes  within  30  days  from  entry  is  not  covered;  but  an 
accidental -death  claina  within  this  period  is  payable.     A  benefit  of  $50  applies 
to  children  aged  1  to  10.     The  premium  is  40  cents  a  year,    or  at  the  rate  of 
80  cents  per  $100.     An  insured  person  who  attains  age  10,    or  someone  who 
enters  after  that  age,    may  obtain  either  a  $100  or  a  $200  benefit.     Thereafter, 
he  keeps  the  same  benefit  and  pays  the  same  assessment.     For  ages  10  to  29, 
the  rate  is  also  80  cents  per  $100  a  year.     Those  who  enter  at  ages  30  to  49 
pay  $1.  60  per  $100  per  year  from  then  on.     For  entry  at  ages  50  to  65,    the 
rate  is  $2.  40  per  $100  per  year. 


19/     For  example,    this  class  may  include  age  groups  about  as  follows: 
15  to  64,    10  to  59,    13  to  50,    15  to  54,    21  to  60,    and  so  on. 
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Table  13.  -  Age  classes,   benefits,    and  rates  used  by  many  burial  associations 

in  Arkansas  and  North  Carolina 


State  and  age  class 


•                 Benefit 

Annual  assess 
per  $100  ben 

Dollars 

Dollars 

"                  100-500 

1.  00 

100-500 

1.  20 

100-500 

1.  60 

100-500 

2.40 

100-500 

4.00 

100-500 

6.  00 

100-500 

9.00 

100-500 

16.00 

100-500 

20.00 

50 

.80 

100-200 

.80 

100-200 

1.  60 

;            100-200 

2.  40 

Arkansas:  1/ 

2  weeks  -  30  years 

31-50  years 

51-60  years 

61-65  years 

66-70  years 

71-75  years 

76-80  years 

81-85  years 

86-90  years 

North  Carolina:  2_l 

1-9  years • 

10-29  years 

30-49  years 

50-64  years 


1/    Rates  shown  are  minimunis  and  are  applicable  to  white  associations. 
Based  on  experience,    the  minimum  rates  for  nonwhite  associations  are  a 
third  higher  than  those  shown.     Benefits  are  for  $100,   $150,   $200,   $300, 
$400,    or  $500  only, 

2j    All  associations  in  North  Carolina  are  required  to  use  the  age  classes, 
benefits  and  rates  shown  for  the  State.     Benefits  are  for  $50,   $100,   or  $200 
only. 

Stipulated -premium  companies  usually  have  more  age  and  rate 
classes  than  the  assessment  associations;  hence  the  cost  to  the  policyholder 
more  nearly  follows  the  mortuary  cost  to  the  insurer  than  is  the  case  with 
the  associations.     Most  of  the  burial -insurance  companies  in  Louisiana  and 
Mississippi,    and  the  service -insurance   companies  in  Alabama,   which  con- 
tract with  undertakers  for  funerals,    are  of  the  stipulated-premiiuin  type. 

Flat  rates  for  wide  age  ranges,    or  even  a  rate  that  is  the  same  for 
all  ages,    might  be  justified  if  all  members  of  these  associations  entered  when 
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young,   with  the  prospect  that  each  would  take  his  turn  in  helping  to  carry 
the  assessments  for  older  persons.     But  this  is  not  true  in  practice.     Under 
the  prevailing  plans,    members  between  the  ages  of  about  3  and  50  bear  a 
considerable  part  of  the  current  cost  of  insuring  younger  and  older  naembers, 
and  as  a  result,    they  fail  to  accumulate  reserves  to  be  drawn  upon  in  later 
years.     In  some  respects,    this  is  similar  to  group  insurance,   but  it  has  few 
of  the  automatic  safeguards  against  selectivity  and  an  advancing  average  age 
of  membership  that  are  present  in  group  insurance.    20/ 

As  the  burial  association  operated  by  an  undertaker  usually  pays  no 
rent  or  officers'  salaries,   it  can  be  conducted  at  low  cost.     In  Arkansas, 
burial  associations  are  prevented  by  law  from  spending  more  than  20  per- 
cent of  their  income  from  assessments  for  operating  expenses.     During  1957, 
they  spent  an  average  of  17.  4  percent  of  their  assessment  income.     Associa- 
tions in  Oklahoma  and  Louisiana  cannot  use  more  than  25  percent  of  their 
assessment  income  for  expenses  (North  Carolina,    30  percent).     In  Texas, 
however,   burial  associations  are  permitted  to  use  40  percent  of  their  assess- 
ment income  as  expenses. 

In  Alabama,    Louisiana,   Mississippi,   and  Texas,    the  burial  associations 
and  service-insurance  companies  are  regulated  by  insurance  commissioners; 
in  North  Carolina,    the  burial  associations  are  governed  by  a  Burial  Insurance 
Commissioner;  and  in  Arkansas  and  Oklahoma,    they  are  subject  to  burial- 
association  boards.     Such  a  board  serves  the  insurance  commissioner  in 
Texas  in  an  advisory  capacity  with  respect  to  rates. 

In  Tennessee,    a  1955  law  made  it  impossible  for  new  burial  associa- 
tions to  be  organized.     Any  new  association  would  have  to  pay  benefits  in  cash 
and  it  could  not  designate,   or  contract  with,    a  specific  undertaker  for  funeral 


20/    Under  group  insurance,    the  total  initial  premium  payable  to  the  insur- 
ance company  is  calculated  by  adding  together  the  individual  premiums 
arrived  at  by  multiplying  (1)  the  amount  "of  insurance  on  each  employee,   by 
(2)  the  premium  rate  at  his  present  age.     From  the  total  initial  premium  for 
all  ages  an  average  premium  rate  per  certificate  of  given  amount  is  determined. 
Later  premiums  are  computed  by  multiplying  this  average  premium  by  the 
number  of  units  of  insurance  in  force  on  the  insured  employees,    regardless 
of  age.     If  the  group  rates  vary  by  age  ranges,    the  calculations  are  based 
only  on  the  employees  within  these  ranges.     As  the  initial  calculations  are 
based  on  1 -year  term-insurance  rates  for  the  attained  ages,    there  are  no 
calculated  reserves. 
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merchandise  and  services  in  lieu  of  the  payment  of  cash  benefits.     So  far  as 
is  known,    the  old  burial  associations  are  still  unregulated.     But  they  cannot 
contract  to  pay  a  benefit  of  more  than  $100  in  funeral  goods  and  services. 
Higher  benefits  necessitate  inclusion  of  a  cash-settlement  option  in  their 
certificates. 

Funeral  "Service  Insurance" 

Another   type  of  funeral  insurance  company  is  not  operated  by  under- 
takers,   but  provides  a  funeral  service  for  the  insured  by  contracting  with 
undertakers  for  such  services.     Some  of  these  companies  fornaerly  manu- 
factured their  own  caskets  and  sold  or  consigned  them  to  the  contracting 
undertakers  for  use  in  the  funerals  of  their  insured.     This  practice  was 
discontinued  for  various  reasons.     In  Alabama,    these  companies  have  been 
required  to  establish  reserves  on  policies  issued  since  193  5.     This  legal 
reserve  is  not  based  on  the  amount  of  benefit  stated  in  the  certificate,    but  on 
what  evidently  is    considered  the  average  wholesale  cost  of  the  funeral,    or  40 
percent  of  the  insurance.     For  example,    the  reserve  on  a  $250  certificate  is 
computed  on  the  basis  of  $100.     In  Louisiana,    burial  associations  and  service, 
insurance  companies  must  set  aside  10  percent  of  assessment  income  until 
a  reserve  of  $5,  000  is  accumulated.     No  new  burial  associations  could  be 
organized  in  that  State  after  August  1,    19  56. 


Comments  on  Burial  Associations 

The  comments  that  follow  pertain  chiefly  to  burial -insurance  organi- 
zations that  are  operated  by  undertakers.     They  apply  less  to  companies  that 
pay  benefits  in  funeral  goods  and  services  but  are  not  operated  by  undertakers. 
The  latter  are  limited  chiefly  to  Alabama,    where  they  are  required   tc  main- 
tain legal  reserves  on  all  policies. 

Burial -insurance  organizations  operated  by  undertakers  were  started 
mainly  for  business  reasons,    but,    along  with  the  so-called  service  companies, 
they  have  made  it  possible  for  people  to  prepay  their  own  burial  expenses. 
Evidently,    the  number  of  pauper  burials  has  been  reduced.    21/    As  a  result. 


21  /    In  North  Carolina,    some  county  homes  pay  the  premiums  for  burial 
insurance  on  inmates  who  can  qualify.     In  Louisiana,    a  nonwhite  undertaker 
said  that  many  white  planters  in  the  vicinity  paid  him  premiums  on  their  non- 
white  help,    although  they  did  so  chiefly  to  be  able  to  use  the  free  ambulance 
service  that  is  provided  through  the  burial  policies  issued  in  that  State. 
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these  organizations  are  operated  at  low  overhead  cost  and  under  highly 
competitive  conditions.     The  increase  in  membership  suggests  that  many 
people  believe  that  through  burial  insurance  they  can  buy  a  more  satisfactory 
funeral  than  can  be  had  at  the  same  price  in  the  open  market. 

The  burial-insurance  organization  that  is  managed  by  an  undertaker 
is  a  purchaser  of  funerals  for  its  members.     In  his  primary  capacity,    the 
undertaker  is  also  the  seller.     When  the  immediate  interests  of  the  two 
businesses   conflict,    the  insurance  organization  may  find  itself  disadvantaged. 

If  the  insurance  organizations  are  to  be  successful  and  continue  to 
serve  both  the  public  and  the  undertakers,    they  must  be  operated  on  sound 
insurance  principles.     This  may  require  more  public  control  over  their 
operations  with  respect  to  acceptability  of  risks,    rates,    and  other  phases  of 
the  business. 

It  might  be  expected  that,    when  insurance  is  sold  without  medical 
examination  -  only  a  statement  of  health  would  be  required  -  and  when  the 
agent's  compensation  consists  of  membership  fees,    the  selection  of  risks 
would  be  against  an  association.     Paying  salaries  instead  of  commissions  to 
agents  might  be  advisable,   when  possible.     Furthermore,    a  requirement  that 
the  insurance  shall  not  go  into  effect  for  30  days  after  date  of  application 
(except  for  accidental  death)  would  appear  to  be  justified.     This  requirement 
and  the  requirement  that  each  association  must  transmit  to  the  governing 
authority  copies  of  all  applications  for  insurance  and  death  certificates  are 
in  effect  in  North  Carolina. 

The  present  rating  schedules  of  some  associations  may  be  open  to 
question  from  two  viewpoints:  (1)  Their  adequacy  to  meet  probable  future 
claims;  and  (2)  their  equity  as  between  the  insured  at  different  ages. 

From  the  standpoint  of  adequacy,    it  appears  that,    in  many  instances, 
the  total  future  premium  or  assessment  income,    as  produced  by  the  present 
rates  and  frequency  of  assessment,   will  not  be  large  enough  to  meet  future 
death  claims.     This  appears  to  be  true  in  general  even  of  the  rates  for  mem- 
bers that  are  admitted  at  the  younger  ages.     Under  present  practice,   when  a 
member  enters  one  of  the  adult  groups,    his  assessment  rate  or  benefit  is 
not  expected  to  change  thereafter.     This  use  of  a  level  premium  or  assess- 
ment rate  without  establishing  appropriate  reserves  and  without  due  regard 
for  the  increasing  mortality  in  a  group  whose  average  age  is  certain  to 
advance  at  least  for  several  years  following  organization,    may  cause  much 
future  difficulty.     It  is  true  that  an  association  may  increase  the  number  or 
amount  of  its  assessments  to  meet  increased  mortality  costs,    but  experience 
has  shown  that  such  a  course  has  been  disastrous  to  many  assessment  life 
associations  of  the  cash-benefit  type.     The  levying  of  extra  assessments  may 
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cause  younger  members  to  drop  their  insurance  and  may  keep  other  younger 
persons  from  joining,    so  insurance  costs  mount  still  higher  for  the  renaaining 
and  usually  the  older  members. 

The  remedy  for  a  threatened  inadequacy  of  income  to  meet  obligations 
and  for  removing  inequities  among  members  at  different  ages,   would  be  to 
adopt  a  level  premium  for  each  age  at  entry.     The  premium  would  be  so 
calculated  that  the  premium  income,    together  with  the  interest  earned  on  the 
accumulated  reserves,   would  be  enough  to  meet  all  future  claims  to  be 
expected  in  accordance  with  a  reliable  mortality  table.     Legal-reserve  life 
insurance   companies  have  long  used  such  a  plan  when  writing  insurance  on 
the  basis  of  an  individual  policy. 

If  for  operating  reasons  the  use  of  rates  by  age  groups  is  believed  to 
be  desirable,    a  modification  of  the  suggested  plan  would  be  to  adopt  a  rate 
for  an  age  group  that  is  calculated  to  be  large  enough  to  pay  all  future  claims 
arising  within  that  group.     Although  in  this  instance,    the  group  rate  would  not 
make  the  insured  at  each  individual  age  pay  their  own  way,    the  group  as  a 
whole  would  be  self-sufficient.     Obviously,    as  the  age  range  for  a  class  is 
narrowed,    the  insurance  under  the  latter  plan  approaches  that  under  the  first 
plan,    and  probably  there  will  be  reserves  for  the  group  as  a  whole  in  the 
early  years.     If  the  age  range  to  which  each  rate  applied  were  not  more  than, 
say,    10  years  for  adults  at  the  younger  ages  and  5  years  for  ages  beyond  50, 
there  would  be  only  slight  inequities  between  the  insured  within  an  age  group. 

It  must  be  recognized  that   apparently  these  associations  have  met  a 
need  for  a  systematic  way  of  prepaying  burial  expenses.     Only  after  more 
time  has  passed  can  it  be  certain  that  their  charges  and  operating  methods 
will  maintain  the  solvency  of  the  associations  as  well  as  the  approval  and 
patronage  of  the  public. 


SOCIAL  SECURITY 

Two  main  reasons  for  buying  life  insurance  are  (1)  to  provide  a 
monthly  income  for  dependents  in  case  of  premature  death  of  the  insured,    and 
(2)  to  provide  the  insured  person  and  surviving  dependents  with  a  retirement 
(annuity)  income  if  he  or  she  lives  to  old  age.     The  first-mentioned  contin- 
gency is  covered  by  election  of  a  monthly  income  settlement  option  under  the 
life  insurance  policy.     The  second  is  covered  by  the  purchase  of  an  annuity 
(a)  from  savings,    including  funds  from  nriaturing  endowment  policies  and 
deferred  (retirement)  annuities,    or  (b)  with  money  obtained  by  surrendering 
savings-t}^e  policies,    including  endowments,    for  their  cash  values. 
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Both  of  these  contingencies  are  covered  by  old-age,    survivors,    and 
disability  insurance  (OASDI).     So  two  of  the  basic  purposes  for  taking  life 
insurance  are  also  served  by  social  security.     In  fact,    the  programming  of 
life  insurance  usually  starts  with  an  estimate  of  benefits  payable  under  OASDI. 

For  simplification,    it  is  assumed  that  farmers  with  actual  net  earn- 
ings of  at  least  $400,    or  with  gross  incomes  of  $600  or  more  in  a  year  from 
farm  self-employment,   have  social  security  cards  (account  numbers),    and 
that  each  year  they  file  social  security  reports  of  their  net  earnings  from 
self-employment  and  pay  the  social  security  tax,    and  that  their  wages  (if  any) 
from  farm  and  nonfarm  covered  employments  are  reported  by  their  em- 
ployers.    In  these  ways,   farmers  and  other  individuals  covered  by  the  program 
build  up  social  security  credits  that  may  provide  personal  and  family  protection 
against  the  time  when  earnings  are  reduced  or   cut    off  entirely  because  of  old 
age,   death,    or  disability  of  the  family  breadwinner. 

In  general,    retirement  benefits  start  for  the  insured  worker  or  self- 
employed  person  at  age  65  or  later  (they  can  start  at  age  62  for  women). 
Under  certain  circumstances^   dependents  of  retired  persons  also  receive 
monthly  benefits.     If  the  insured  farmer  or  worker  dies  earlier,   his  widow 
may  receive  survivors'  benefits  at  age  62,    or  his  widow  with  dependent 
children  may  receive  survivors'  benefits  at  any  age.     Only  the  more  general 
features  of  the  OASDI  program  can  be  discussed  here.     Attention,    therefore, 
is  limited  to  the  questions  most  frequently  asked. 

The  amount  of  the  social  security  retirement  benefit  (primary  insur- 
ance amount)  is  determined  from  the  average  monthly  earnings  of  the  worker 
over  a  certain  period  of  time  -  in  general  since  1950  or,    in  some  instances, 
his  working  lifetime.     Payments  to  dependents  and  survivors  are  figured 
from  the  amount  of  the  insured  worker's  benefit.     Retirement  benefits  for 
most  farmers  are  related  to  their  average  covered  earnings  after  1950.     For 
example,    an  eligible  farmer  with  reported  average  annual  earnings  since 
1950  of  $1,  800  would  get  a  $73  per  month  retirement  benefit.     For  his  wife, 
if  living  and  also  aged  65  or  more,    there  would  be  a  payment  of  half  that 
amount,    making  a  total  of  $109.  50  per  month.     (For  her,    a  permanently 
reduced  amount  may  be  chosen  at  age  62.  ) 

To  be  entitled  to  retirement  benefits,    a  farmer  or  worker  must  have 
worked  in  covered  employment  or  self-employment  at  least  half  the  time 
since  January  1,    1951.     The  number  of  years  of  coverage  needed  is  shown 
for  a  few  cases  in  the  following  tabulation. 
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If  you  reach  retire-  You  will  need  no 

ment  age  by  the  naore  than  this 

middle  of  much  work 


Year 

1959 

1961 

19  63 

1965 

1967 

1969 

1971  or 

later 

Years 

4 
5 
6 
7 
8 
9 
10 

If  the  farmer  dies  before  retirement,   with  (1)  40  calendar  quarters 
of  coverage  or  (2)  with  at  least  half  of  the  elapsed  quarters  covered  since 
December  31,  1950,   or  after  age  21  (whichever  canae  later),   his  widow  and 
any  children  under  18  may  be  entitled  to  survivorship  benefits.     For  a  widow 
aged  62  or  over,    this  amounts  to  three -fourths  of  the  primary  insurance 
amount  (PIA).     For  a  widow  (any  age)  with  one  child,    the  survivorship  bene- 
fit would  be  1  1/2  times  the  PIA.     For  a  widow  with  two  children,   it  would 
be  twice  the  PLA  (subject  to  limitations). 

Based  on  $73  as  the  PIA,    this  widow  (if  62  or  over)  would  draw 
$54.  80  (or  0.  75  x  $73,   with  rounding);  with  one  child  under  18,    regardless 
of  her  own  age,   she  would  draw  $109.  60  (or  about  1.  5  x  $73);  with  two 
children  under  18,   she  would  draw  $120.     After  the  youngest  child  attains  age 
18,   payments  to  the  widow  stop  if  she  is  then  under  age  62.     They  start  again 
after  she  attains  age  62  if  she  is  unmarried  at  that  time  or  is  married  to 
another  beneficiary.     This  period  between  age  62  and  the  widow's  age  when 
the  youngest  child  reaches  18  is  sometimes  referred  to  as  the  "widow's  gap." 
It  is  wise  to  provide  for  it  in  life-insurance  programming. 

A  self-employed  farmer  earns  social  security  credits  by  filing  an 
annual  social  security  tax  return  at  the  same  time  he  files  his  Federal  income 
tax.     An  individual  whose  gross  income  from  farming  is  at  least  $600,    and 
not  more  than  $1,  800,    may  count  as  his  annual  net  earnings  from  self-employ- 
ment either  his  actual  net  earnings  or  two-thirds  of  his  gross  farm  income. 
If  his  gross  is  more  than  $1,  800  and  his  net  is  less  than  $1,  200,    he  may  use 
either  his  actual  net  or  $1,  200.     Finally,   if  his  gross  is  more  than  $1,  800 
and  his  net  is  $1,  200  or  more,   he  must  use  the  actual  amount  of  his  net 
earnings.     Beginning  January  1,    1959,    the  tax  rate  was  3  3/4  percent  of  the 
first  $4,  800  of  net  income  as  described  above.     He  earns  4  quarters  of 
coverage  for  each  year's  self-employment  income  on  which  he  pays  anOASDItax. 
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To  count  share  rent  as  self -employment  income  a  farmland  owner 
must  participate  materially  in  carrying  on  the  tenant's  farm  business.     Any 
income  received  naust  be  related  to  services  beyond  those  usually  performed 
by  a  property  owner.     Services  merely  to  preserve  and  maintain  the  property 
do  not  change  rental  into  self-employment  income  so  that  it  can  be  counted 
and  taxed  to  earn  quarters  of  coverage. 

In  general,    share  farmers  are  considered  to  be  self-employed  unless 
their  operations  are  controlled  by  the  landowners  to  such  an  extent  that  they 
must  be  considered  farmworkers.     As  self-employed  farmers,    they  are  sub- 
ject to  the  tax  rate  and  income  options  mentioned  above. 

A  farmworker's  wages  are  to  be  reported  for  social  security  purposes 
if  he  is  paid  $150  or  more  in  cash  wages  by  an  employer  in  a  year,    or  if  he 
works  for  the  employer  on  20  or  more  days  during  the  year.     Beginning  Jan- 
uary 1,    1959,    the  employee's  share  (deducted  by  his  employer)  was  2  1/2 
percent  of  the  first  $4,  800  of  cash  earnings.     His  enaployer  pays  an  equal 
amount,    making  a  total  of  5  percent.     If,   for  example,    the  worker  earns  $160 
from  one  employer  and  $7  5  from  another  for  whom  he  works  for  10  days,    only 
the  $160  will  be  reported  for  social  security.     If  he  earns  $400  from  one  em- 
ployer and  $200  from  another,    all  of  these  earnings  will  count;  he  will  earn 
the  maximum  of  4  quarters  of  coverage  in  that  year. 

Further  information  on  the  following  or  other  points  may  be  obtained 
from  local  social  security  representatives:     (1)  Provision  for  disability,    (2) 
whether  certain  (say,    rental)  income  may  be  included  and  reported,    (3)  mini- 
mum and  maximum  family  benefits  payable  upon  retirement  or  to  survivors, 
(4)  earnings  permitted  after  retirement,    and  (5)  a  test  as  to  retirement. 
Each  case  differs  as  to  details;  some  points  are  technical;  and  the  law  is 
frequently  amended.     Therefore,   it  is  a  good  idea  to  present  each  individual 
case  for  interpretation.     Remember  that  benefits  are  not  paid  unless  appli- 
cation is  made  for  them. 
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